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Mississippi Valley Trust Company and 
Mercantile-Commerce Bank and Trust Company 


were consolidated to form 


ercantile Trust Company 








The consolidation, representing the combined 
resources of two strong banks, each with al- 
most a century of experience, is a distinct step 
forward for St. Louis and the area it serves 
...and in keeping with the important role 
St. Louis plays in the nation. 


Mercantile Trust Company offers expanded 
facilities and personnel . . . greater capital 
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for a supply of preprinted “Fast Service” 
envelopes — regular or airmail, gladly 
sent upon request. 
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strength and lending capacity. It is equipped 
to render broader services to the nation’s 
banks and bankers—to assist their customers 
interested in this area, and to perform many 
highly specialized financial and trust services. 


When you require any banking or correspond- 
ent service in St. Louis—call on Mercantile 
Trust Company. 
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A Guaranty Service 
















that comes into your own bank 





When you have the Guaranty Trust Company as your New York correspondent, 
your bank enjoys a service that goes beyond the ordinary range of bank facilities. 
Whether its correspondent’s needs are small or large, simple or complex, 


the Guaranty is organized to meet them quickly and efficiently. 


Moreover, Guaranty representatives who visit correspondent banks 
throughout the country will be pleased to discuss your problems with 
a view to offering help and co-operation regardless of whether they are 


local, state. or national in character. 
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Cover Picture . . . . Oakland Bay bridge, 
with skyline of San Francisco where the 
peace treaty, signed Sept. 8 by 49 nations, 
re-established Japan’s sovereignty . . . Trust 
business in Japan, patterned after British 
and American systems, had a phenomenal 
growth following the codification of trust 
laws in 1923. By August, 1931, trusteed 
property was valued at 1,460,566,096 yen 
of which the four companies affiliated with 
Japan’s larger banks administered 1,039,- 
763,370 yen. By November 1936 trusteed 
property had increased to 2,242,588,000 yen. 
Japanese trust business differed from ours 
in the absence of executorships (will mak- 
ing was not a common practice) and in the 
fact that its institutions seldom, if ever, 
took any property in trust in its complete 
form. The law required six classes: money, 
securities, obligations, movable property, 
real estate, superficies and leasehold, each 
to be administered in a separate trust. The 
growth was in money trusts. (T.&E. 2/33 


p. 225; 9/37 p. 341.) 
—Photo by Ewing Galloway 
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CORRESPONDENCE 





Law School Courses 


(See July p. 436, Aug. p. 502) 


Our course involves not only estate 
planning but also drafting. It is not a 
seminar. It is intended for senior students 
who have completed or are taking courses 
in wills, trusts, future interests and 
estate taxation. I have had from fifty 
to eighty students in the class, and have 
not attempted to limit the number who 
could enroll. At first we gave the course 
as a two hour course for one semester. 
However, it was our desire to train the 
student in handling the medium sized 
estate, rather than the extremely large 
ones. Hence we felt that in view of recent 
changes in tax laws the taxation aspects 
of estate planning did not call for as 
much emphasis as we had given them 
before. Last year the course was given 
two hours per week for one half a 
semester. Professor Kauper gave two 
lectures on taxation aspects of estate 
planning. 

The course is definitely a non-case sys- 
tem course. It centers around a problem 
which the student is expected to work 
out. A somewhat complicated fact situa- 
tion is handed out early in the course. 
Near the end of the course the student 
is expected to hand in the following 
documents: a letter to the client explain- 
ing the plan which is recommended; an 
office memorandum giving explanations, 
arguments and authorities in support of 
any parts of the plan which might pos- 
sibly be questioned; all the documents 
necessary to carry out the plan. I at- 
tempt to present fact situations in such 
a way that the student will have to make 
use of his knowledge of the law of future 
interests. Particularly, I try to include 
something involving the rule against per- 
petuities or suspension of the power of 
alienation. The last two or three sessions 
of the course are devoted to a criticism 
and discussion of the various solutions 
of the problem and of the drafts. 


Materials for the course consist in 
Shattuck’s “An Estate Planner’s Hand- 
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University of Michigan Law School 


book,” Professor Leach’s article on 
“Planning and Drafting a Will,” and a 
small collection of mimeographed ma- 
terials which I have prepared, including 
wills and trust agreements which the 
student is expected to criticize in class. 
Some of these instruments are well 
drawn; others are decidedly defective. 
I have found that this material is just 
as useful as a basis for class discussion 
as a decided case. I also strongly recom- 
mend that the student make use of the 
monograph by Tweed and Parsons on 
“Lifetime and Testamentary’ Estate 
Planning,” and also the various publish- 
ed lectures of Gilbert T. Stephenson on 
“Working Provisions of Wills and Trust 
Agreements.” 


, 


M. Simes. 
Professor of Law, 
University of Michigan 

Ann Arbor, Mich. 


Lewis 


For the past two years, I have offered 
a seminar in Estate Planning. Dean 
Ribble, a tax expert, Robert Musselman, 
lawyer and C.P.A., and Knox Turnbull, 
now General Agent for the Provident 
Mutual in Philadelphia and a C.L.U., 
were associated with me in the first of- 
fering of the seminar. During this past 
year James W. Allison, former vice 
president of the Equitable Trust Co. of 
Wilmington, Del., and Mr. Turnbull 
joined me in offering the seminar. 


My special competence is trusts and 
estates. Thus, it is apparent that in offer- 
ing the seminar an effort has been made 
to provide a team of instructors having 
special competence in the areas of wills, 
trusts, future interests, taxation, and 
insurance. Principal reference books for 
the seminar are Shattuck’s “An Estate 
Planner’s Handbook,” Trachtman’s mono- 
graph on “Estate Planning,” and Tweed 
and Parson’s book entitled “Lifetime and 
Testamentary Estate Planning.” Also, a 
good many trust companies have been 
kind enough to supply us with copies of 
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the various form books which they have 
published. 


Generally speaking, the seminar is con- 
ducted as follows: A mimeographed state- 
ment of initial interview with a client 
of modest wealth is issued to each stu- 
dent in advance of the first meeting of 
the seminar. At the first meeting each 
student is required to discuss the addi- 
tional information he would require in 
preparing an estate plan, where he would 
expect to get this information, and why 
he regards it as essential. Needless to 
say, the statement of initial interview 
is incomplete and contains a number of 
irrelevancies. At the conclusion of the 
first meeting a statement of additional 
facts is supplied the student. These facts 
are intended to give the student all the 
information he requires in the prepara- 
tion of an estate plan. 


At the second meeting the student is 
required to submit an estate plan for the 
client. These plans are thrashed out in 
detail in the meeting of the seminar. The 
seminar concludes by the members of 
the seminar adopting an estate plan for 
the client. The assignment for the next 
meeting of the seminar is the preparation 
of the documents required to implement 
this plan. These documents are discussed 
and criticized at the third meeting. At 
the conclusion of this meeting of the 
seminar a statement of altered circum- 
stances is issued to all the students. The 
fourth meeting is devoted to a discussion 
on the modifications of the estate plan 
occasioned by the altered circumstances. 


For the next meeting of the seminar 
documents are drafted implementing the 
changes in the estate plan occasioned by 
the altered circumstances. It is then as- 
sumed that the client dies and the next 
two meetings are devoted to a discussion 
of typical problems arising in the ad- 
ministration of the decedent’s estate and 
a testamentary trust. Administrative 
documents are prepared including tax 
returns. Thereafter, problems are issued, 
plans formulated, and documents drafted 
in typical situations involving buy and 
sell agreements, living trusts and so on. 


Student reaction to the seminar has 
been decidedly favorable. The seminar 
will be offered in two sections next year. 
Those of us responsible for the develop- 
ment of the seminar have three objec- 
tives in mind: 


First, we hope that the approach we 
adopt breaks down the student tendency 
to think in terms of course categories. 
The problems we use require a student to 
draw on his knowledge of wills, trusts, 
future interests, insurance, corporations, 
taxation, and so on. 


Second, we hope that we develop in 
our students at least a modicum of skill 
in drafting the instruments prepared by 
an attorney engaged in an estate prac- 
tice. 











Third, we hope that our students are 
not only alerted to the problems faced 
by an estate planner, but likewise are 
made conversant with a workable ap. 
proach to the art of estate planning. 

I think your publication is rendering 
very real service to the profession jp 
providing a medium for the exchange of 
ideas concerning work in estate plan. 
ning. 

John Ritchie, II], 
Professor of Law, 
University of Virginia 
Charlottesville, Va. 


Relief of Fiduciary from Fraud 


In view of the data contained in the 


editorial in the July issue regarding the | 


extent to which income from various 
sources is reported, I believe that the 
“trust fraternity” should be greatly in- 
terested in Section 140 of the American 
Bar Association’s Proposed Revenue Re. 
vision Act, which is explained as follows: 


“Section 140, relief of fiduciary 
from personal liability for decedent's 
fraud: Under the present law, an exe- 


cutor or trustee who distributes assets | 


of the estate becomes personally liable 
for taxes which may be due at the time 
of the distribution. If, unknown to the 
executor or trustee, the decedent filed 
a fraudulent income-tax return, no 
statute of limitation runs which would 
bar the Commissioner from asserting a 
deficiency against the executor or trus- 
tee for personal liability after he had 
distributed the assets. 


Section 140 allows the executor or 
trustee to protect himself by asking 
for a release from this liability prior 
to making distribution.” 


J. P. Cummings, 
Vice President, 
First National Bank 
New Rochelle, N. Y. 


Editorial Achievement 


I am delighted but not in the least sur- 
prised to know that TRUSTS AND ESTATES 
won honors in the Editorial Achieve- 
ment Contest sponsored by Industrial 
Marketing (Aug. p. 506, July p. 424). 
You are doing a splendid job in providing 
not only trustmen but lawyers and indus- 
trialists with interesting and useful ma- 
terial. A number of attorneys have 
spoken to me about the value they get 
out of the publication. With more time 
than I had before my retirement, I find 
that I read T&E even more closely than 
I did before. 


Louis S. Headley, Esq. 
Formerly president, 
First Trust Co. 
St. Paul, Minn. 
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srl EDITORIAL... 


> are 


> IL} 

Law, ANKS are taking on a more and more civicly attractive 

= B and personally inviting appearance, what with face- 
lifting of the old cold marble and stone facades and interior 
modernization, and the wave of new buildings for main 
ofice and branches. A more homelike or informal atmo- 


d sphere replaces the Man in the Iron-Cage era, and conveni- 
n the} ence is a first consideration for both customer and em- 
g the | ployee. 

rious Unfortunately, the same spirit of architectural charm and 
t the} hospitality is not always immediately in evidence on ihe 
Bios other side of the door, and particularly is it likely to be 


a missing on entering the average trust department. This is 
not due, generally, to any lack of graciousness on the part 


hes of trust officers, but because neither they nor anyone else 
ste is around at the time and the facilities for waiting or “re- 
exe.| ception” are as negligible as those of a whistle-stop station 
.ssets) On a branch-line railroad. 

liable It is an amazing inconsistency that impels banks to spend 


‘time} hundreds of dollars on publicity and good-will events and 


‘© the} solicitation to induce people to visit and do business with 


filed . : 

them, only to leave them standing hat-in-hand when they do 
n, no ~. sire . ° . ¢ 
vould} Come in. First impressions about a place of business—be 
ing a} it trust department, attorney's office or department store 


trus-) are lasting and often a controlling element in their attitude 

e had} or expectations. Many a man or woman has come in to an 
office in the kindest and most receptive frame of mind. only 

or or to become irritated or antagonistic when left without atten- 

sking} tion for even a couple of minutes. 

prior This is especially true where there are several members 
of the staff who could at least step up and greet them, or 

nings,| where they are left standing in the middle of either a vacuum 

ident, 

Bank 





“! How's YOUR RECEPTION? 





Entrance to reception room at Equitable 
Trust Co., Wilmington, Del. 


or a bull-pen. Yet that is what often happens where there 
is no lobby or even reception corner and, thus, neither chair 
nor reading table at which to drop anchor while waiting. 
The younger set call this “being stood up,” which is literally 
what it amounts to and has the same effect on the unwel- 
comed party. 


By contrast is the Eastern trust company where one of 
those good-natured Irish guards is always on deck and 
smiles as though he had been there just hoping you'd come 
in. like as not remembers your name, and says “Sure, and 
Mr. Innow will be glad to see you if he isn’t busy.” Or the 
Southern bank where a Dixie belle practically takes your 
heart along with your hat. Or the Western trust department 
where whoever is handy just naturally steps up and extends 
the hospitality. 

Since many visits to a trust department—whether by a 
customer, prospect, attorney or other professional party— 
involve a wait of anywhere from seconds to sizeable parts 








TWO EXAMPLES OF GOOD RECEPTION 
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Reception room at Equitable Trust Co., with 


Miss Turner at desk and T&E on table. 
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Reception room at Chase National Bank, 


with Mrs. White at desk. 
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of an hour, the most cordial greeting wears thin without 
some place to sit and something to look at. By a place to 
sit is not meant one of those long, beat-up messenger benches 
found in many quarters; and by something to look at is 
not meant the backs or faces of the Desk Battalion. It is 
the best of Public Relations to treat visitors with at least the 
simple amenities they are accustomed to at home, or in the 
other business establishments which cater to pleasing the 
carriage or kiddie trade, or just the regular trade. 


Perhaps a prospect has just come from his company of- 
fices, from his attorney’s or broker’s, with their nice ap- 
pointments. Or Madame has come from buying a frock in 
one of those air-conditioned palatial emporiums, with eager 
people to serve and sell from the first sight. People are pay- 
ing us a compliment when they enter our places of business 
to engage our personal services, so a gracious welcome is 
even more in point than is the case where they seek a 
product. 


Besides making a person feel at home, and placing him 
at ease, banks are missing a very effective opportunity to 
catch the eye and imagination with an article, title, or 
idea about some phase of trust service by having no liter- 
ature handy. A few attractive Booklets or reproductions 
of recent Advertisements should be placed on or above the 
Reading Table, which is a center of interest in a bank or 
trust department foyer. The best clubs have rooms built 
around the reading table. In both of the trust reception 
rooms illustrated on this page the reading table is kept 
supplied with current matter: the bank’s news-letter and 
possibly a copy of the staff magazine, as well as trust book- 
lets. TRUsTs AND EsTATEs, as the “trade journal” of the 
business, is becoming widely used to good effect here. Just 
as a patient likes to see current medical journals in the 
doctor’s office (as some evidence that he has been keeping 
up with developments and knows how to use the latest 
antihistamines) so are laymen often surprised and favorably 
impressed to see that trusteeship is a profession or business 
of such importance as to have its own journalism. One ex- 
pects to find picture magazines in the barber shop or home 
and garden journals in the beauty parlor, but when one 
comes in to discuss the serious business of financial affairs 
—or a client’s—he may prefer literature in that vein, and 
a good newsmagazine and professional journal are always 
in order, provided they are current! The attorney, estate 
analyst and accountant, too, will frequently find a pertinent 
article or thought from glancing at the magazine, or will 
appreciate some new phase of a fiduciary’s job and value. 
These professional associates will probably be the first to 
appreciate better reception facilities when they bring a 
client to the trust department. 


What Limit on Arms? 


ITH about 20° of our national production now going 

into the building of defenses against Communist ag- 
gression, concern increases as to where this increasing pro- 
duction of military goods and services is leading us eco- 
nomically. According to a recent survey in U. S. News and 
World Report, during the fiscal year ending 1950 nearly 
$23 billion was allotted, in the 1951 year just closed over 
$62 billion, and in 1952 nearly $73 billion has already been 
requested to which will probably be added $5 billion for the 


Korean operation. Air Force expansion could absorb an- 
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other $30 billion bringing 1952 defense totals to $108 
billion. The necessity of adequate preparation for defense 
is beyond question but the resources of this country are 
not unlimited and cannot support indefinitely a “full-garri- 
son” economy. 


Who will pay these costs? The current letter of the Na- 
tional City Bank of New York points out that the present 
budget cannot be met by the rich or even the moderately 
well-to-do. Personal income tax rates are now so high that 
if the government expropriated all taxable income over $25,- 
000 per year, it would yield less than $1 billion a year above 
present taxes. In their opinion, shared by sincere and able 
leaders of industry, corporate taxes are already so high as 
to distort greatly their operations, encourage extravagance 
and inefficiency and discourage initiative. To avoid further 
inflation, taxes will have to be increased where the greatest 
increases in real wages have taken place, namely, in the wage- 
earning group, and the bank also suggests that a sales tax 
similar to that in effect in Canada be studied and considered, 


Two recent British news dispatches also evidence that 
there is a limit to the effective wealth and profit taxing 
power. Labor Party 
Chancellor of the 
Exchequer Hugh 
Gaitskell told the 
Trades Union Con- 
gress, representing 
nearly 8 million 
British workers, that 
they must forego 
higher wages now 
at the expense of 
further tax raids 
upon the profits of 
private 
He warned that any 
profit curb or “soak- 
the-rich” plan would 
not help the work- 
ers because “there 


Go Easy on the Stuff. We've a Long Way to Go 


enterprise. 


~ is little extra cake to 
cut and it is pledged to the re-armament program.” Mr. 
Gaitskell estimated that if all excess net income above $5,600 
a year were taken away, it would bring in only $148 million. 


On the other side of the political fence, the Conservatives 
are said to plan shortly the announcement of their new 
policy of American-type industrial competition designed to 
stimulate high wages, production and profits. David Eccles, 
a possible Chancellor of the Exchequer if the party should 
come to power in a fall election, identifies the Tories with 
the “active creators of wealth”’—the hard-working wage 
earner and the progressive industrialist—and advocates fair 
profits for both as an indispensable reward for their effort. 


Without a reasonable return for both effort and risk, our 
dynamic capitalism could become static and face failure 
in the production both of defense matériel and the all-im- 
portant tax monies to meet even essential budget needs. As 
our defense effort must consume such a large proportion of 
our income for so indefinite a time, it is increasingly im- 
portant that non-essential items be kept at a minimum and 
that our economy be kept in robust health through sound 
fiscal policy. 
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Modified Insurance “Option” 


FLEXIBLE PLAN GIVES EXECUTOR RIGHT TO TAKE CASH 


UNDER SETTLEMENT 


ROBERT R. FERGUSON 


Trust Officer, Republic National Bank of Dallas, Texas 


HE keynote of a completed estate 

plan is flexibility—flexibility during 
the remaining lifetime of the estate 
owner so that an intricate and compli- 
cated plan will not need constant revi- 
sion to cope with normal day to day 
changes in the estate — flexibility after 
death, so that the manager of the estate 
will be free to make decisions and moves 
for the benefit of the family, in the light 
of current conditions or in the event 
emergencies arise. 


In the constant search for more flex- 
ibility one of the serious problems is the 
manner in which life insurance should 
be payable. Favorable settlement op- 
tions available in the estate owner’s pol- 
icies may lead to consideration of elect- 
ing such options in favor of the estate 
owner's wife or other beneficiary; or, 
if the estate is not large and investment 
income from estate assets will probably 
need to be augmented, monthly pay- 
ments under settlement options may be 
particularly helpful. 

On the other hand, there will be need 
for cash funds at time of death for pay- 
ment of debts, administration costs and 
taxes. These expenses can be calculated 
fairly accurately at the time the estate 
is planned. But the desirability or need 
for cash, as opposed to settlement op- 
tions, may change radically before the 
owner's death. 


Solution Conceived 


As a logical solution to this problem, 
thoughtful estate planners arrived at a 
plan which would allow the representa- 
tives of the estate owner, at the time of 
his death, to determine the best pro- 
cedure for the disposition of life insur- 
ance proceeds under conditions existing 
at that time. 

Briefly, the plan provided that insur- 
ance proceeds would be left to a lif 
insurance trust, with the trustee having 
the right to withdraw cash or elect a 
settlement option (either in favor of 
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the trust or of an individual beneficiary 
of the trust), or to withdraw part cash 
and leave the balance on settlement op- 
tion as the trustee deemed for the best 
interests of the family at that time. 
The insurance trust would provide that 
the trustee may lend funds to or pur- 
chase assets from the estate of the 
insured. 


Thus, if cash funds were necessary 
for liquidity in the estate the trustee 
could withdraw cash and lend it to, or 
purchase assets from, the executor. If 
any part of the insurance proceeds were 
not needed for liquidity in the estate, 
the trustee could elect a settlement op- 
tion as to such part for the surviving 
wife, or withdraw the balance in cash 
and invest it. 

The obvious advantages of such an 
arrangement have been the subject of 
a number of papers by outstanding au- 
thorities in the estate planning field.’ 
To them it seems a logical extension of 
the settlement option principle—that is, 


‘Milton Elrod, Jr. ‘‘Life Insurance Settlements 
with Trustee Beneficiaries,"’ C.L.U. Journal, March 
1947. Mayo Adams Shattuck “‘The Creation of Es- 
tate Plans,” C.L.U. Journal, September 1946. 
Louis S. Headley “Optional Settlements and the 
Trustee’s Duty to Protect the Beneficiary’s 
Rights,” The Trust Bulletin, January, 1943. Wil- 
liam C. Fenniman, “Insurance Options for Trus- 
tees,”” TRUSTS AND ESTATES, June 1946. 








if an individual beneficiary of a life in- 
surance policy is given this privilege, 
why cannot a trustee beneficiary, repre- 
senting the individual beneficiary. ex- 
ercise the same rights? 


Company Opposition 


Insurance companies, however, have 
been generally opposed to this extension 
of the settlement option principle for 
various reasons. Perhaps the one most 
commonly cited is that if the trustee 
designates itself as the beneficiary of 
the settlement option payments, it is 
delegating investment responsibility to 
an extent which, under existing trust 
laws, would be improper; and that even 
if the insured has granted to the trustee 
the specific right to elect a settlement 
option after his death in favor of the 
trust, the function of the trustee be- 
comes meaningless and the trust may 
be a dry or passive trust, acting merely 
as a conduit for payments from the life 
insurance company to tne trust bene- 
ficiaries.* 


A second objection not so generally 
advanced, but perhaps of more real im- 
portance, is the fear on the part of the 
insurance companies that trustees, and 
particularly corporate trustees, would 
tend to act uniformly and select settle- 
ment options disadvantageous to the 
insurance companies in times of un- 
certainty and business depression.* 


It is not the purpose of this article 
to attempt a rebuttal of these argu- 
ments or any others advanced in op- 
position to such settlements. Rather, 
it is suggested that there may be a 
procedure, with some variations from 
the above plan, which would be more 
acceptable to insurance companies and 





*Ferdinand H. Pease, General Counsel, New York 
Life Insurance Co. “Life Insurance Settlement 
With Trustee Beneficiaries,” C.L.U. Journal, 
March 1947. 


%Mayo Adams Shattuck, “An Estate Planner’s 
Handbook,”’ p. 44. 
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would essentially serve the same pur- 
pose of family protection through settle- 
ment options, and combine this with 
the advantages of a trust. Perhaps the 
most important advantage of this pro- 
cedure would be to secure the greater 
flexibility desired, so that conditions at 
the time of the insured’s death would 
determine whether to take insurance 
proceeds in cash or to provide payments 
to an individual beneficiary under a 
settlement option. 


Compromise Plan 


In essence, the compromise plan sub- 
stitutes a testamentary trust for the life 
insurance trust, and substitutes a nat- 
ural primary beneficiary of optional 
settlements for a trustee beneficiary. For 
example: 

1. The estate establishes a 
testamentary trust or trusts for his wife 
and children, giving his executor the 


owner 


right to select an appropriate settle- 
ment option on policies of insurance 
on the testator’s life to the extent such 
right is given by the terms of the poli- 
cies. 

2. The estate owner then enters into 
a settlement agreement with the life in- 
surance company, under which his in- 
surance is payable to his executors or 
administrators and/or his wife, upon 
the following terms and conditions: 


(a) Proceeds shall be held by the 
insurance company for one year 
at the interest rate offered by the 
interest option of the policy. 


(b) During such year the executors 

or administrators of the in- 
shall have the 
right to withdraw so much of 


sured’s’ estate 
the proceeds in cash as they 
deem necessary or desirable for 
the best interests of the estate 
and the beneficiaries. 


(c) At the end of one year from the 
date of death of the insured, any 
proceeds still held by the insur- 
ance company shall become pay- 
able to the insured’s wife under 
a settlement option designated 
by the insured in the agreement. 


(NOTE: Alternatively, the agreement 
might give the executors or admini- 
strators the right to choose such settle- 
ment option; or the wife herself may 
be given the right to choose such settle- 
ment option. Determination of the per- 
son who is to select the settlement op- 
tion will be governed by tax as well as 
practical considerations. Insurance 
companies would probably object to 
giving the choice to an executor or 
administrator. ) 
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If the wife does not survive the 
insured, the proceeds are pay- 
able in cash to the executors or 
administrators of the insured at 
the date of his death. 
If the wife dies during the year 
after the death of the insured. 
the entire proceeds shall become 
payable in cash to the estate of 
the insured. 


(NOTE: Alternatively, proceeds may be 
payable to the estate of the wife in 
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staff, facilities, vaults, quarters and equip- 
ment capable of handling estate and 
trust affairs of any size. 


TRUST DEPARTMENT 
Largest Trust Business in the West 


this contingency, again depending on 
tax and practical considerations.) 

(f) At the death of the wife, if the 
settlement option provision has 
become effective, any remainder 
or commuted value under such 
insurance policy shall be pay- 
able to her estate. 

(NOTE: Again, depending on tax and 
practical considerations, contingent in- 
dividual beneficiaries could be elected 
in any of the above situations.) 

A number of variations of this settle- 
ment plan are possible, depending upon 
estate objectives. Some of the variations 
have been noted above. 


Why Not Outright to Wife? 

The flexibility inherent in this iype 
of settlement agreement requires little, 
if any, change as to life insurance in 
future estate plan revisions. The estate 
owner will find upon review of his plan 
that the entire cash proceeds are avail- 
able for payment of any additional 
debts, or increased taxes; or will find, 
alternatively, that if cash needs have 
diminished, proceeds not needed can be 
left on settlement option for the wife if 
the executor should deem this advisable 
at that time. 

(Continued on page 608) 
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SPECTACULAR gain in volume 

of personal trust funds adminis- 
tered by national banks is revealed by 
the recently released report of Comptrol- 
ler of the Currency Delano for 1950. 
At the year end 1,518 trust departments 
were handling $34,597,174,122, a rise 
of about 60% over the total of $21,587,- 
219,172 for 1,510 banks on December 


31, 1949. This tremendous advance is 
accounted for mainly by the change in 
the figure for “other assets” in the ac- 
companying Table IV, which in 1949 
was only $3,625,117,723. According to 
advice from Deputy Comptroller L. A. 
Jennings much of this increase was due 
to the fact a large national bank in New 
York changed its method of reporting 








Table I 


Fiduciary activities of national banks by States 


(as of December 30, 1950) 





Trust 
Number department 
of banks gross 
Location exercising Assets earnings 
fiduciary Individual Corporate Bond issues 1950 
powers trusts trusts Trusteed (thousands ) 
Ala. 23 2,167 $308,056,715 487 $108.452.020 $790 
Avia. . 2 “4 . +s " ¥ 
' Sie 17 955 23,902,611 837 104,855,995 167 
Calif. = 20 16,047 1,814,925,795 1,041 805,699,028 9,665 
| es 20 1,985 212,794,835 651 77,056,981 680 
i 34 5,664 534,489,579 197 49,191,653 1,960 
| ee 8 153 1,902,638 — — 12 
Dist. of Col. 7 1,434 201,997,835 36 96,887,961 525 
Sere 23 2,651 293,925,246 149 76,924,418 1,048 
| eS 15 2,098 213,577,196 297 129,317,756 918 
Ida. . 3 394 6,191,833 36 953,972 72 
| 88 35,212 6,735,349.987 7,345 2,899,726,260 10.497 
Ind. - 79 5,197 227,519,486 226 78,593,433 789 
me es. = 33 1,295 56,973,052 65 10,151,558 346 
ak, 26 889 122,873,263 101 7,457,625 324 
a 43 1,848 44,673,999 53 5,744,500 240 
Site ae nee 14 1,005 310,352,877 189 94,383,685 408 
(TS 23 1,028 79,293,810 92 56.424,767 301 
ay ce ied 13 1,434 138,279,743 29 95,946,127 417 
a 68 4,309 959,065.833 178 206.227 .482 2.603 
TE 18 3,665 1,408,240,590 464 253.026,451 1,814 
SPE ; 21 5,036 1,380,567 ,305 370 65,038,979 2,097 
eee 13 437 11,797,266 %6 1,047,000 49 
WN ht tiass.,. 28 2,467 407 446,599 1,203 113,354,825 1,129 
aaa 8 158 3,987,352 17 2,176,425 27 
or 9 705 208,657,451 375 126,885,242 352 
Nev. 2 71,021 770,795,617 +42 +5,756,430 + 
N. H 23 616 30,723,929 15 1,468,451 110 
i 107 4,197 450,454,999 128 60,156,592 1,649 
a 4 336 12,242,925 41 32.736,164 12] 
N. Y 156 11,307 12,311,651,666 960 8,323,581,492 10,116 
a Ge 23 2,012 51,974,527 116 81,995,548 374 
aos 3 317 8,688,997 34 74,367,012 53 
SS 44 7,789 1,403,355,173 2,113 302,248,397 3,844 
Okla. 19 589 305 488,234 4,202 291,142,200 387 
Ore 6 1,977 187,487,273 109 9,301,200 677 
Penna. 209 36,396 2,195,706,359 916 686,709,688 6.870 
_ ss 2 t t t t t 
ae 9 1,829 67,232,568 136 66,687,948 319 
S. D. 5 338 9,242,020 11 119,625 41 
Tenn 23 2,690 253,026,336 545 26,123,940 994 
Tex. 66 5,269 481,539,029 790 430,527,088 2,571 
Utah 3 504 33,097,739 99 3,007,900 117 
Vt. 18 §796 $64,330,875 $11 $3,744,775 $245 
oe 63 6,225 444,625,505 103 103,652,959 1,574 
Wash 18 3,636 257,997,353 271 35,100,297 1,196 
. Saree 20 2,195 46,288,519 41 5,005,916 356 
. Se es 25 3,175 185,981,579 226 40,569,555 637 
Wyo. . 12 427 18,400,004 23 228,511 78 
Total __. 1,518 191,874 34,597 174,122 25,396 16,049,755,831 70,025 


*Included with figures for Nevada. 
+Includes figures for 2 banks in Alaska and 2 in Arizona. 
fincwaaee with figures for Vermont. 

Includes figures for 2 banks in Rhode Island and 18 in Vermont. 
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escrow and custodial accounts and in- 
cluded these in its trust department bal.- 
ance sheet for 1950. 


The number of individual trust ac- 
counts advanced from 179,190 to 191.. 
874, the average size rising some 50‘ 
from $120,471 to $180,312. The aver- 
age volume of funds held by each de- 
partment stood at $22,791,287 at the 
close of 1950, compared with $14,296,- 
171 a year earlier. 

Average gross earning? from trust 
operations gained approxig ately 17%, 
the respective figures being$$48,256 and 
$41.621 per department. ‘ime aggregate 
rose from $60,265,000 570,025,000. 
The Chicago District held She lead with 
a total of $13,762.000, 8, 

York remaining second and 
é 


Francisco 
and New 


third. 


The number of corporate trusts in- 
creased from 23.085 to 25§§96; the vol- 
ume of trusteed bond js:ug@ from $12.- 
103.603.6500 to $16.049,758.831. 


Diversification of investments _ re- 
mained almost constant, with bonds ac- 
counting for 65.1‘¢ in 1950 as against 
65.3 in 1949 and stocks at 22.9', 
and 23.9'7 respectively. 

Table Il 


Fiduciary activities of national banks 


(as of Dee. 30, 1950) 








> 

8 m 

Sis 3 = 

Districts g es me 3 — : 

cri: 323 : 

2st & =e “ 
Boston 159 11,432 $1,603,358 
New York 230 14,752 12,737,257 
Philadelphia 226 24,515 601,714 
Cleveland 104 22,368 3,120,930 
Richmond 132 15,051 944,665 
Atlanta 99 9,935 1,272,219 
Chicago 199 46,536 8,553,960 
St. Louis 97 5,470 274,229 
Minneapolis 46 6,160 1,407,544 
Kansas City 102 6,597 1,205,495 
Dallas 68 5,479 505,307 
San Francisco 56 23,579 2,370,496 
Total - 1518 191,874 34,597,174 

Table III 
Classification of investments 
(as of Dec. 30, 1950) 

Type Amount Percent 
Bonds $11,984,442,792 65.14 
Stocks 4,214,841,425 22.91 
Mortgages 752,805,879 4.09 
Real Estate 608,026,198 3.30 
Miscellaneous 838,871,781 4.56 

Total $18,398,988,075 100 
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Table IV 
Fiduciary activities of national banks by 
Federal Reserve districts 


(as of Dec. 30, 1950) 


Number of national banks with 
trust powers administering 


trusts 1,518 
Total number of national banks 

authorized to exercise trust 

powers 1,774 
Total assets of national banks 

authorized to exercise trust 

powers $81 ,969,847,460 


Trust Assets 


Investments $18,398 928,075 


Savings deposits 291,086,161 
Demand deposits 756,903,747 


Other assets 15,150,196,139 


Total 34,597,174,122 
Trust Liabilities 


$31,194,133,032 
3,403,041,990 


Private trusts 
Court trusts 


34,597,174,122 


Total 
Number of living trusts being 
administered 107,139 
Number of court trusts being 
administered 84,735 
Total number of individual 
trust being administered 191,874 


\verage volume of individual 
trusts assets in each bank 
Average volume of trust assets 


$22,791 287 


in each individual trust $180,312 
\verage gross earnings per 
trust for year ended , Dec. 
31, 1950 $322 
\verage gross earnings per 
trust department reporting 
trust earnings for year end- 
ed Dec. 31, 1950 $48,256 


FDIC 1951 First Half 
Operations 

The Federal Deposit Insurance Cor- 
poration during the first half of 1951] 
continued its excellent record in protec- 
ting the deposits of 13.652 banks and 
9.131 branches or 90% of all 
banks and 95‘~ of all deposits in the 
nation. Only one small bank required 
assistance during this period, which also 
marked the final payment of over $40 
million interest due to the Treasury. 

Since its establishment in 1933, the 
bank has repaid the entire original capi- 
talization of $289 million with interest 
at 2°, per annum. With depositor pro- 
tection doubled to a maximum of $10,- 
000, insurance cost has been cut in half 


over 


and the corporation now has assets of 
nearly $114 billion for future claims 
without dependence upon government 
subsidy or annual appropriation. 
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New England Trust Department 
Earnings Up 


A combined gross income of $15.7 
million is reported for 1950 Trust De- 
partment operations of 48 representa- 
tive New England banks with total book 
assets of over $514 billion, according to 
a survey prepared by the Federal Re- 
serve Bank of Boston. Gross income 
averaged 11.1 per cent higher in 1950 
than in 1949 for 39 trust departments 
which reported in both years. The aver- 
age net earnings to income ratio of the 
46 institutions reporting both personal 
and corporate business was, coincident- 
ally, 11.1 per cent. In general, large 
trust departments fared better in earn- 
ings ratio. The widest ranges were in 
the small departments, which, because 
of fluctuating income from greater de- 
pendence on personal estates, show un- 
even results from year to year. Where 
personal and corporate activity was seg- 
regated, corporate accounts reversed the 
1948-49 showing and were more profit- 
able with a net earning ratio of 18.] 
per cent against 12.5 per cent for per- 
sonal business. 


For purposes of comparison, the 


hanks were divided into five income 


groups. Individual computation of ra- 
tios for each bank and averaging of 
these ratios to obtain group and total 
averages avoided distortion of the re- 
sults by the larger trust departments. 
Some of the comparisons with the year 
1949 are: although total average costs 
rose 5.7 per cent (the smaller banks 
showed a negligible increase), average 
gross income rose even faster, produc- 
ing higher net earnings. Banks in group 
4 with a 19 per cent rise paced the field 
with the largest percentage increase in 
income, followed by groups 2, 3 and 1, 
the smallest banks in group 5 register- 
ing the only decline at 6.8 per cent. On 
average, personal trusts and guardian- 
ships, personal agencies, estates, and 
corporate trust and agency accounts 
produced income in the order stated, 
with the last named more important in 
the large trust department and estates 
more important to the smaller depart- 
ments. Salaries and wages (68.9 per 
cent) accounted for the largest share of 
direct expenses, followed by costs for 
occupancy of quarters (8.2 per cent), 
postage and supplies (3.6 per cent), 
pension and retirement plans (3.3 per 
cent), and furniture and equipment 
(2.5 per cent). 
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ITH more and more security Government Bonds 33.2% has resulted in a spread so great that a 
. . atio! 
holders seeking the skilled man- Other Bonds 9.9 only fourteen of the preferred stocks Oklah 
agement of professional investors and Preferred Stocks - 15.0 were selected by 10 or more Funds, oy 
trustees, the extra margin of safety and Common Stocks __. 41.0 while 184 issues were held by only one Panha 
flexibility offered by the greater invest- Cash, etc. ___.. 0.9 Fund each. Diversification among the | 5°", 
ment diversification of Common Trust All but seven of en 6 Funds held preferred stocks of these 76 Funds re- men 
. . . . . . ‘ ° utne 
Funds is winning the attention of an  preferreds in their portfolios, the pro- sulted in the selection of 343 companies Stand: 
ever increasing number of financial in- portion in any one Fund ranging from and 424 different issues, while the com- sen 
stitutions. Evidence of how wide a di- 51.8% to 0.9%, and striking an average mons were divided among the securities Tenne 
, : : . aT 
versification actually has been obtained, at 14.2°%. The largest number of funds of 494 companies. Focot 
among industries and securities as well (41.2% of those holding preferreds) Of the 424 issues selected. 8 were oe 
as companies, appeared in the TRUSTS fell between 10% and 20%, with those guaranteed commons, 60 were convert- 4.6 
AND Estates study (June °51, p. 364) under 10% running a close second ible preferreds, and with 8 exceptions “art 
of the 494 common stocks held in the (38.1'% of the Funds). The study of _ the rest were all cumulative. Tenne 
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sequently an account of the government the 35‘ mark. Second largest was the Funds whose preferred holdings are 
and corporate bond investments will be 32% of Funds whose proportion of here discussed range over a period of 
published. commons fell into the 40% to 50‘7 — ten months, and changes are made from ew 
The 76 discretionary-type funds category. time to time as the requirements of 
which have been in operation over a The variety of proportions used for each Fund dictate. The list presents, = 
year held $83,749,000 worth of pre- preferred as well as common stocks is however, the wide variety of securities 
ferred stocks. Total portfolio amounted jndicative of the discretion exercised in the preferred section of the portfolio 
to $558,422,000 as of the latest account over a wide range of investments ac- to which prudent investors have given 
dates of the several funds, ranging from cording to the needs and purposes of consideration during the past year and 
October 31, 1950 to August 31, 1951. the individual Funds. The group judg- as such provides a basis for reference or 
It is useful to note the general diversi- ment of trust investment committees, further study. The figure opposite ihe 
fication of the total investment of the applied to the particular situation each company name gives the number of 
76 Funds as a framework in which to faces, has not tended to concentrate in- Funds holding that issue according to 
consider the preferred holdings. vestments in a few issues, but in fact the last annual report. 
PREFERRED STOCKS tv COMMON TRUST FUNDS 
(All except those marked + are cumulative. The asterisk indicates convertibles.) 
Automotive (& RUBBER) Crane 3% _....... , 1 Sharp & Dohme $4.25 3 Carnation 3% Ist 1 
s Flintkote $4 _. : 3 E. R. Squibb & Sons $4 7 Continental Baking $5.50 1 
Allis Chalmers 314* Glidden 4%* 6 Sterling Drug 3% 3 Corn Products Ref. 7 4 
Armstrong Rubber 4%* Minneapolis-Honeywell Res. Victor Chemical Works 31. 2 Froedtert Grain & Malting $2.20 2 
Borg-Warner 3% $3.20 ‘A’* General Baking $8 1 * 
Curtiss Wright $2 ‘A’ t Minneapolis-Honeywell Reg. 3%* FINANCIAL General Foods $3.50 7 
Dana Corp. 3% ‘A’ _.. National Gypsum $4.50* __. General Mills 5 4 
Firestone Tire & Rubber 4% Pabco Products 4* Beneficial Indus. Loan $3.25* __ General Mills 3%* 4 
Fruehauf Trailer 4 . . Sherwin-Williams 4 Chicago Corp. $3* Godchaux Sugars $4.50 Prior 2 
General Motors $3.75 U. S. Gypsum 7 ; Cami: tome 2 Golden State 4* 1 
General Motors $5 U. S. Plywood 3% ‘A’ Ses & Beatetecst 6% Griesedieck West. Brew. 5 1 
General Tire & Rubber 3% 2nd* Firemen’s Insurance (Newark) H. J. Heinz 3.65 2 
General Tire & Rubber 4% CHEMICAL & Druc $4 1 Geo. W. Helme 7+ 1 
B.F. Goodrich $5 . ia ; Hershey Chocolate 4% ‘A’ 3 
Goodyear Tire & Rubber 5* Sane, Seen, a _ 18 Georgia RR. & Banking Guar. 1 Horn & Hardart 5 : 2 
Houdaille-Hershey 2% tlas Powder 4 ‘A’ 3 + i Hunt Foods 5 ‘A’ 1 
McQuay-Norris Mfg. 4%4* Bristol-Myers 3% . 1 dda eel Prior : Liggett & Myers 7 6 
Standard Steel Spring 4* : Colgate-Palmolive-Peet $3.50 2 ainda Pimaman a) 4 P. Lorillard 7 4 
Thompson Products 4 —........ Dow Chemical $4 ‘A’ _. 2 Maryland Casualty $2.10 6 National Biscuit 7 7 
United Aircraft 5* E. I. duPont deNemours $3.50 8 pt “ doy Pet Milk 4% 2 
U. S. Rubber 87+ E. I. duPont deNemours $4.50 8 Maryland Casualty $1.05° 2 ata: "a 
aie a Sinniien Seaiier % z 2 Providence-Washington Ins. $2*.. 1 Philip Morris 4 8 
Heyd h 13% ‘A’ ‘ Solvay American 4* . 5 Philip Morris 3.90 1 
BUILDING apéen Chemical 8% $ ‘Tri Continental $6 1 Pillsbury Mills $4 - 1 
Hooker Electrochemical $4.50 6 2 
Amer. Radiator & Stand. San. 7 ‘A’ 2nd* ORR Sener Sate : 
Armstrong Cork $3.75 ‘A’ Interchemical 414 2  Foops (Beverace & Tosacco) Ralston Purina 3% . 
Armstrong Cork $4* Liquid Carbonic 31%* 1 R. J. Reynolds Tobacco 3.60 . ? 
Celotex 5 _.... Merck & Co. $3.50 _... . 2 American Snuff 67 - R. J. Reynolds Tobacco 4% 2 
Cook Paint & ‘Varnish $3 Monsanto Chemical $4 ‘B’* 9 American Tobacco § __ “ South Porto Rico Sugar 8 1 = 
Rohm & Haas 4 ‘A’ 2 Canada Dry Ginger Ale $4. 25° . Standard Brands $3.50 —........ 3 = 
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United Biscuit of America $4.50 
Universal Leaf Tobacco 8 
Wesson Oil & Snowdrift $4* 
Wilson & Co. $4.25 


Gas & On 


Ashland Oil & Ref. $5 

Atlantic Refining $3.75 ‘B’ 

Brooklyn Union Gas 5* 

El Paso Natural Gas 4.10 

Houston Natural Gas 5 

Kansas-Nebraska Natural Gas 
$5 ‘ , 

Minneapolis Gas $5 

Minneapolis Gas $5.10 

Minneapolis Gas $5.50 

Minneapolis Gas $6 - 

National Cylinder Gas 4% 

Oklahoma Natural Gas 4% ‘A’ 

Pan Amer. Petrol. & Transport 
4 , 

Panhandle Eastern Pipeline 4 

Pure Oil 5 

Southern Union Gas 4% 

Southern Union Gas 5 

Southern Union Gas $1* 

Standard Oil of Ohio 3% ‘A’ 

Sun Oil 4% ‘A’ 

Sunray Oil 4% ‘A’ 

Tennessee Gas Transmission 
4.10 

Tennessee Gas Transmission 
4.25 

Tennessee Gas Transmission 
4.60 

Tennessee Gas Transmission 
4.64 

Tennessee Gas Transmission 
4.65 

Tennessee Gas Transmission 
5.10 

Texas Eastern Transmission 
$4.50* 

Union Oil of California $3.75 


“A? 


MACHINERY 


American Machine & Foundry 
3.90 
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Bell & Howell 4% 
Bucyrus-Erie $7 
Caterpillar Tractor 4.20 
Cherry-Burrell 4 ” 
Cornell-Dubilier Elec. $5.25 - 
Deere & Co. 7 
Dresser Industries 3%* 
Ekco Products 4% 
Food Mach. & Chem. : 
Food Mach. & Chem. 3% 
Gardner-Denver 4 
General Cable 4 Ist 
General Time 4% 
R. Hoe & Co. $1 ‘A’ __.. 
Ingersoll Rand 6 
International Harvester 7 
National Supply 4% 
Oliver Corp. 4%* 
Phileo 3% ‘A’ 
Radio Corp. of Amer. $3.50* 
Ist 
Remington Rand $4.50 
Servel 4.50 
Shellmar Products 4% 
Sylvania Elec. Products $4 
United Shoe Machinery 6 
Westinghouse Elec. 3.80 ‘B’ 
York Corp. 4%* 


MERCANTILE 


Aldens 4% 

Allied Stores 4 

Associated Dry Goods 6 Ist 

Bullocks 4 

Butler Bros. 4% 

Colonial Stores 4 

Edison Bros. Stores 414 

Federated Department Stores 
4% 

Food Fair Stores $4.20 

Gimbel Bros. $4.50 


W. T. Grant 3% 
Halle Bros. $2.40 
Hecht 3% 
Higbee 5 


Jewel Tea 3% 
Lerner Stores 4% 
R. H. Macy 4% ‘A’ 
Marshall Field 4% 
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May Department Stores $3.75 
1947 


May Department Stores $3.75 7 


McCrory Stores 3.50* = 
Montgomery Ward $7 ‘A’ 


Moore-Handley- Hardware 5 .... 


G. C. Murphy 4% ---........- 
National Tea 4.20* _.. 
Neisner Bros. 4% Saas 
J. J. Newberry 3% __.-...... 
Red Owl Stores 4%* - 
Safeway Stores 5 —............ 
Safeway Stores 4 
Ed. Schuster 4% . 
Wieboldt Stores $4.25 —.... 


Metats & MINERALS 


Allegheny Ludlum Steel $4.50* 
Aluminum Co. of Amer. 3.75 
Amer. Potash & Chem. $4 ‘A’ 
Amer. Smelting & Ref. 7 
Armco Steel 4%%* 

Bethlehem Steel 7 

Crucible Steel 5* 

M. A. Hanna $4.25 

Howe Sound 4%* 
International Nickel 7 __. 
Jones & Laughlin Steel 5 ‘A’ 
Minnesota Mining & Mfg. $4 
National Lead 6 ‘B’ 

National Lead 7 ‘A’ 

Republic Steel 6 ‘A’ Prior 
Reynolds Metals 5%* 

Rheem Mfg. 442 

Thomas Steel 44 


‘ 
U. S. Steel 7 
Wheeling Steel $5 Prior - 


Paper & GLass 


American Can 7 

Anchor Hocking Glass $4 
Champion Paper & Fibre $4.50 
Container Corp. 4 
Continental Can $3.75 
Corning Glass Works 3% 1947 
Crown Cork & Seal $2 
Crown Zellerbach $4.20 : 
Hollingsworth & Whitney $4 


U. S. Smelting, Ref. & Mining 
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International Paper $4 _.............. 
Kimberly Clark 4% —__...........- 
Marathon 5 
Mead 4% Ist 
Mead 4 2nd* 
Penn. Glass Sand 6 —._...............- 
Baste Peer Oe- nc ek ees 
West Virginia Pulp & Paper 


TEXTILES 


American Viscose 5 
Avondale Mills $4.50 
A. S. Beck Shoe 4% : 
Brown Shoe $3.60 —. . 
Burlington Mills 4 — 
Burlington Mills 3% 2nd* 
Celanese $4.75 Ist —... 
Celanese 7 2nd 
Celanese 4% ‘A’* _.. 
Cluett Peabody 7 _ 
Endicott-Johnson 4 
General Shoe $3.50 —...-.. 
P. H. Hanes Knitting 5 
Johnson & Johnson 4 ‘A’ 2nd _.. 
Kendall $4.50 ‘A’ 
M. Lowenstein & Sons 4% ‘A’ .. 
Alex. Smith & Sons Carpet 4.20 











TRANSPORT 


Alabama & Vicksburg guar. 
capital — 3 cubes oa, 
Alabama Great Southern 6 pte. 


American Airlines 3%* — 
American Brake Shoe 4* __. 
American Locomotive 7 ee 
Atchison, Topeka & Santa Fe 
Atlantic Greyhound 4 __-..... 
Carolina, Clinchfield & Ohio 5 
guar. capital piles Fa 
Chesapeake & Ohio 3%* _..___... 
Chicago, Rock Island & Pacific 
5 ‘A’* See. = 
Gen. Amer. Transport. $4.25 ‘A’ 
Greyhound 4% __.. 
Norfolk & Western 47 —_.... 
North Penn. R.R. guar. com. -.. 
Norwich & Worcester 8 guar. _.. 











IF YOU ARE IN CHARGE OF 
TRUST INVESTMENTS 


rust investment officers 


find here a satisfactory 


* source of high-grade state and 


municipal bonds. One of the 


principal underwriters of these 


securities, this bank invites 


your inquiries. Information 


on issues given and quick 


execution of orders assured. 


* 
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TRUST COMPANY 


50 SOUTH LA SALLE STREET, CHICAGO 

















Philadelphia, Germantown, & 
Norristown $6 guar. 
Pittsburgh, Ft. Wayne & Chi- 
cago 7 guar. —...... 
Reese 6 ie? .............~-. 
Reading 4 2ndj _. 
Seaboard Air Line 5 ‘A’*7 __..... 
Union Pacific 47 — SS he 
Vicksburg, Shreveport & Pacific 
guar: com. —......... 
Virginian Rwy. 6 3 Meant 
Western Pacific 5 ‘A’ pte. —..... 
Wheeling & Lake Erie guar. 
com. 





UTILITIES 


Alabama Power 4.20 __.... 
Alabama Power 4.60 —.............. 
Appalachian Elec. Pwr. 4% 
Atlanta Gas Light 4% es 
California Elec. Pwr. $2.50 —. 
California Oregon Pwr. 4.70 
California Oregon Pwr. 6 1926 
California Oregon Pwr. 7 
Carolina Power & Light $5 
Central Illinois Elec. & Gas 
4.10 ‘A’ : s 
Central Illinois Light 4% 
Central Louisiana Elec. 4% 
Central Telephone $2.50 ‘A’ 
Cincinnati Gas & Elec. 4 
City Water Co. of Chattanooga 5 
Cleveland Elec. Illum. $4.50 _. 
Coast Counties Gas & Elec. 4.80 
, rae 258 ns eee eee 
Coast Counties Gas & Elec. 4 
a ee i di 
Columbus & So. Ohio Elec. 4% 


Conn. Light & Power $2.00 
Conn. Light & Power $2.20 
Conn. Light & Power $2.04 
Consolidated Edison of N. Y. 
te ee ee 
Consol. Gas, Elec. Lt. & Pwr. 
of Baltimore 4% ‘B’ __. 
Consol. Gas, Elec. Lt. & Pwr. 
of Baltimore 4 ‘C’ 





~~ ee OOO pt mt mt et et ND OO et 


~] = 


we 


19 


i 


Consumers Power $4.50 
Consumers Power $4.52 
Dallas Power & Light 4% 


Dayton Power & Light 3% ‘A’ . 


Dayton Power & Light 3.90 ‘C’ 
Delaware Power & Light $4 
Delaware Power & Light 3.70 
Duquesne Light 3.75 

Empire Dist. Elec. 5 -.. 
Florida Power 4.90 

Florida Power 4.60 

General Telephone 4.40* - 
Georgia Power $6 Ist 

Gulf States Utilities $4.40 
Houston Lighting & Power $4 
Idaho Power $4 

Illinois Power 4.08 ; 
Indiana & Mich. Elec. 4% 
Interstate Power 4.70 

Iowa Elec. Light & Power 4.80 
Iowa Southern Utilities 5%* 


Jersey Central Power & Lt. 4 


Kansas City Power & Light 
3.80 
Kansas City Power & Light 4 
Kentucky Utilities 4% 
Louisiana Power & Lt. $6 
Metropolitan Edison 3.90 
Metropolitan Edison 3.85 
Metropolitan Edison 4.35 
Mississippi Power 4.60 
Missouri Power & Lit. 3.90 
Monongahela Power 4.40 
Monongahela Power 4.80 ‘B’ 
Monongahela Power 4.50 ‘C’ 
Narragansett Elec. 4% 
New England Power 6 
New Orleans Pub. Serv. 4% 
N. Y. State Elec. & Gas 4% 
N. Y. State Elec. & Gas 3% 
Niagara Mohawk Power 3.60 
Niagara Mohawk Power 3.90 
Niagara Mohawk Power 3.40 
Niagara Mohawk Power $1.20* 
“A? 
Northern Indiana Pub. Serv. 
4% 
Northern States Power $3.60 
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Northern States Power $4.10 
Northern States Power $4.80 
Ohio Edison 3.90 : 
Ohio Edison 4.40 _...... 
Ohio Power 4% — 
Oklahoma Gas & Elec. 5% 
Pacific Gas & Elec. 4.80 Ist 
redm. pte. 
Pacific Gas & Elec. 5 redm. Ist 
y's : 
Pacific Gas & Elec. 5% Ist 
Pacific Gas & Elec. 6 Ist 
Pacific Lighting $4.50 
Pacific Pub. Serv. $1.30 Ist 
Pacific Tel. & Tel. 6 
Peninsular Tel. $1 
Pennsylvania Elec. 3:70 ‘C’ 
Pennsylvania Elec. 4.05 ‘D’ 
Pennsylvania Elec. 4.40 ‘B’ 
Penn. Power 4.25 
Penn. Power & Lt. 4% 
Penn. Power & Lt. 4.60 
Penn. Telephone $2.10 
Penn. Telephone $2.25 
Philadelphia Co. 6 


Philadelphia Elec. 3.70 ‘C’ 


Philadelphia Elec. 3.80 
Philadelphia Elec. 4.40 
Philadelphia Elec. $1* pref. 


Philadelphia Suburban Water 
3.65 

Potomac Edison 4.70 ‘B’ 
Potomac Elec. 3.60 ‘A’ 

Potomac Elec. 3.60 ‘B’ bo 
Public Service of Colorado 4% 


Public Service of Indiana 3%. 

PPublic Service of Indiana 4.64* 

Public Service of Oklahoma 4 

Public Service Elec. & Gas $1.40* 
(pref. com.) , 

Rochester Gas & Elec. 4.10 ‘H’ 

Rochester Telephone 41. 

San Diego Gas & Elec. 41. 

San Diego Gas & Elec. 5 

San Diego Gas & Elec. 4.40 

San Jose Water Works 4%* ‘B’ 

San Jose Water Works 4% ‘A’ 


CALIFORNIA-WIDE 


TRUST SERVICE 


clitverd Seep @eciit sates 


NATIONAL 2RYUSTA22 ASSOCIATION 
Caltfornia’s Statewide Bank 
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Experienced personnel in fully-equipped trust departments of 


Branches are located at strategic points throughout the state. 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION © MEMBER FEDERAL RESERVE SYSTEM 











Scranton Electric 3.35 ik 
Scranton Spring Brook Water 
Service 4.10 
Sierra Pacific Power 6 __... 
South Pittsburgh Water 4% 
Southern Calif. Edison 4.08 
Southern Calif. Edison 4.32 
Southern Calif. Edison 4.48* . 
Southern Calif. Edison 4.56* 
Southern Calif. Edison 4.88 
Southern Indiana Gas & Elec. 
4.8 
Southwestern Assoc. Tel. 5% 
Southwestern Elec. Serv. 4.40 
Southerwestern Pub. Serv. 3.70 
Southwestern Pub. Serv. 4.15 
Texas Electric Serv. 4 
Texas Electric Serv. $4.56 
Toledo Edison 4% = 
Union Elec. Co. of Missouri 
$3.50 
Union Elec. Co. of Missouri 
$3.70 
Union Elec. Co. of Missouri $4 
Union Elec. Co. of Missouri 
$4.50 
Virginia Elec. & Power $5 
Washington Gas Light $4.25 
Washington Gas Light $4.50* 
West Penn. Power 4.10 ‘C’ 
West Penn. Power 4.20 ‘B’ 
West Penn. Power 4% 
West Texas Utilities $6 
Wisconsin Elec. Power 3.60 
Wisconsin Elec. Power 6 


MISCELLANEOUS 


Carson Pirie Scott 4% 

Columbia Pictures $4.25 

Diamond Ice & Coal 5 

Diamond Match 6 

Julius Gutman 4% 

Koppers 4 

May-Stern 5 

Talon 4 

Twentieth Century Fox Film 
$4.50 Prior 





Bank of America offer you California's most complete trust service. 
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Bomb Indemnification 
Saves Vital Manpower 


Under provisions of Title III of the 
proposed War Disaster Act no charge 
would be levied on individual proper- 
ties, but owners of any and all proper- 
ties damaged by individual action 
would be reimbursed from the Federal 
Treasury on a uniform loss-coverage 
basis. The outline for proposed legis- 
lation was sent to the Senate Banking 
and Currency Subcommittee by the 
United States Bureau of the Budget 
more than a month ago. It recommends 
a $20 billion fund, a War Damage Ad- 
ministration for property compensation 
and payment of benefits to dependents 
of civilian casualties. 











































Substitution of indemnification for 
insurance would remove the necessity 
for engaging thousands of employees 
to keep insurance records. Since pro- 
cessing the papers essential to insurance 
coverage would be eliminated, the work- 
load on banks, insurance companies, 
savings and and 
other lenders and owners would be far 


loan associations, 
less. The saving in manpower was esti- 
mated by George C. Johnson, president, 
Dime Savings Bank of Brooklyn, from 
the experience of that bank in World 
War II: “With approximately 65,000 
mortgages now,” he said, “this would 
mean at least 27,000 
per year (for insurance-type protection ) 


more manhours 
to prepare policies, card-index records, 
handle the thousands of endorsemen‘s 
For 
the nation as a whole, possibly four or 


covering changes in ownership . . . 


five million man-hours would be _ re- 
quired. And of course the fore- 
going figures apply only to mortgaged 
properties which lenders would require 
to be insured to themselves. 
There would still be many millions of 
properties owned free and clear.” 


protect 


Insurance of such incalculable risk 
as that from bomb attack has 
been found impossible by the insurance 


atom 


companies, since no rate basis can be 
estimated. Under the proposed plan the 
non-insurable volume of any war loss 
would be paid for as rehabilitation de- 
veloped, rather than being funded in 
advance into United States securities. 
which in turn would have to be liquida- 
ted by taxation or further government 
borrowing. 
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NEWS PARAGRAPHS... 


Georgia Know-Your-Bank-Week 


Banks throughout Georgia will con- 
tact depositors, borrowers, students, 
farmers, business people and the gen- 
eral public to invite them to look be- 
hind the scenes of banking during the 
week of October 8-13, according to 
Mills B. Lane, Jr., chairman of the 
Public Relations Committee and _presi- 
dent, Citizens & Southern National 
Bank, Atlanta. Purpose and program 
were reflected in Governor Talmadge’s 
proclamation designating that week as 
K Y B W when he said, “Humanizing 
the bank is the inevitable result of 
personal contacts during bank open 
house and bank tours, resulting in better 
service when the people understand ihe 
bank and the bankers understand ihe 
people.” 









“Batting 2 For 2” 


The House’s proposal to withhold 
tax on dividends and interest has been 
eliminated by the Senate Finance Com- 
mittee in its consideration of the pend- 
ing tax bill. This action follows the 
strong opposition expressed in the edi- 
torial in the July issue of T.&E. and 
in other sources. 

It is also interesting to observe that 
relief from the capital gains tax on the 
sale of residential property, advocated 
in the March editorial, appears to be 
assured under the terms of Section 303 
of the pending measure. 


A A A 


Pennsylvania Trusts Up 


Personal trust funds administered by 
state banks and trust companies in Penn- 
sylvania showed a gain of $82,565,719 in 
the year ended June 30, 1951. The figure 
on the latter date was $3,380,727,010. 
Corporate trusts dropped $129,686,451 to 
$3,512,708,641. 








Looking over the program of the second annual University of Wisconsin seminar in 
advanced life underwriting, held August 6 to 10. are (left to right, front row): Edwin 
H. White, director, advanced underwriting service. The Insurance Research and Review 
Service, Inc., Indianapolis; George J. Laikin, Milwaukee attorney and Wisconsin Legal 
Editor for Trusts AND Estates, who was chief lecturer at the seminar; Richard H. Marshall, 
vice president and trust officer, First National Bank of Madison; (back row) Joseph F. 
Betker, Old Line Life Insurance Co., Madison, and chairman of the educational committee 
of the Wisconsin Association of Life Underwriters; Charles W. Tomlinson, manager of 
Bankers Life Insurance Co., Madison, and executive president of the Wisconsin Association 
of Life Underwriters; and Prof. Charles C. Center of the University of Wisconsin School 


of Commerce. 


Forty-five underwriters attended the seminar which is designed to bring together each 
year the experience and ability of prominent attorneys, trust officers, and leading life 
underwriters to help those enrolled develop techniques for solving the complex problems 
involved in planning estate programs. Other seminar speakers included in addition to 
Messrs Laikin, Marshall, and White; Lawrence E. Balza, New York Life Insurance Co., 
Green Bay; Lawrence J. Larson, executive vice president, National Guardian Life Insurance 
Co., Madison; Walter C. Mayer, Mutual Benefit Life Insurance Co., Milwaukee; William 
J. W. Merritt, agency director, Wisconsin National Life Insurance Co., Oshkosh; A. Jack 


Nussbaum, Massachusetts Mutual 


Life Insurance Co.., 


Milwaukee; Conrad Stauffacher, 


dairy farmer and businessman, Monticello; William S. Stokes, professor of political science; 
Harold G. Wines, trust officer, First Wisconsin Trust Co., Milwaukee; and E. L. Wingert, 


Madison attorney. 
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| Zz lanning to Cary Out Fabel ntentions 


JAMES R. FRAZER 


Member of the Illinois and Indiana Bars 


T appears that no matter how successful a man may have 

been in the management of his own affairs during his 
life, the chances are that he will either die without a will 
when he should have left one, or he will leave a will which 
has been drawn on the theory that everything will be all 
right and that he knows about when he will die and about 
how long each beneficiary will live and what each will do 
after he receives his share of the estate. 


Among the large number of family tragedies I have wit- 
nessed—first as a lawyer nearly 50 years ago in a county 
seat town with a firm handling a large probate practice, 
then as trust officer of a large city bank, and now in private 
practice—I cannot recall one that could not have been 
avoided if the man or woman who had owned the property 
concerned had given his or her estate more careful at- 
tention, consulted a good lawyer and acted upon his advice. 
Here are some of them that inspired this article. 


Keep Property in Own Name 


In almost all states it is possible for a man and wife 
to own property jointly in such a way that the survivor 
takes all without legal process. Sometimes these are called 
estates by entireties, sometimes joint tenancies, sometimes 
joint tenancies with right of survivorship, but whatever they 
are called and by whatever process they are created, the 
result is the same: John and Mary Jones own property 
that way. and when one dies the survivor automatically be- 
comes the sole owner. 

Such estates in some cases are grand things and in others 
they turn out to be creations of the devil. Let me give one 
example. 

A very lovely young woman, an only child, inherited from 
her father real estate valued at several hundred thousand 
dollars. Shortly afterward she married a bright, outstanding 
young man and as a gesture of affection, I suppose, ar- 
ranged her property so that it was held with her husband 
jointly with the right of survivorship. Subsequently, she 
gave birth to one child and later to another. 

When the second child was very young, the woman met 
with a fatal accident and her husband became the owner of 
all the real estate by right of survivorship. After a few years 
he remarried. Doubtless having in mind the gesture made 
by his first wife when she created a joint tenancy with him 
in her real estate, he did exactly the same thing for his sec- 
ond wife. There was no question of the cruel, heartless or 
negligent stepmother. She took charge of the household and 
gave the children every care and consideration. After awhile 
she gave birth to a child and then to another. 

Shortly after the second child was born the husband died 
and she as survivor became the owner of all the real estate 
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which had come to the first wife by inheritance from her 
father. After the death of the husband there was still no 
question as to the care and attention she bestowed upon the 
children by the first wife. But, after a few years she died 
and her children succeeded to every dollar’s worth of the 
property which had come from the grandfather of the first 
children, who got nothing. The guardian for the second wife's 
children had no right under the law to spend their money 
for the support and education of the children by the first 
wife and had it not been for some well-to-do relatives they 
would have been destitute. 


If the young woman who inherited the property had kept 
it in her own name, then upon her death, under the law of 
that state her husband would have inherited one-third and 
the two-thirds would have gone to the children. Or if after 
the husband had succeeded to the property he had kept it in 
his own name, his second wife would have taken one-third 
and his children would have received two-thirds. Of course. 
other provisions could have been made by a will which. un- 
fortunately, cannot affect the disposition of property held 
in joint tenancy. And it should be emphasized that one does 
not have to possess an estate of several hundred thousand 
dollars for this problem to be significant. It is conceivable 
that if only $5,000 or $10,000 worth of property were in- 
volved, the end result might be even more disastrous than it 
was in the case I have just recounted. 


Pressure from In-Laws 


Here is a story which illustrates the value of a will: A 
man and woman of about the same age were married very 
young and started from scratch. They accumulated steadily 
and finally acquired an excellent farm which was always 
kept up to a high degree of productivity, was well equipped 
with modern farm machinery and was well stocked. 

At the age of seventy the man died without a will, sur- 
vived by his widow, who throughout their married life had 
been his real business partner, and six children, all of whom 
had married and were living in distant parts of the country. 
Having left no will, his estate had to be divided in accord- 
ance with the Statute of Descent. In that particuler state the 
widow was allowed to take $500 in personal property, after 
which the estate was divided one-third to her and an equal 
share of the remaining two-thirds to each of the children. 


I think if the children had been permitted to exercise their 
own pleasure they would have left the farm and personal 
property intact during the life of their mother, but there 
were six sons-in-law and daughters-in-law to be taken into 
account and the upshot was that everyone of the six children 
wanted his share. The result was that the farm and personal 
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property had to be sold and the proceeds divided, leaving 
the widow quite inadequately provided for. 

This case could have been taken care of satisfactorily by 
a will giving the personal property to the widow and pro- 
viding a life tenancy for her in the farm. Such an arrange- 
ment would have only deferred the time when the children 
would get the property and would have assured the widow 
a home of her own and a competency during the remainder 


of her life. 
He Made One Mistake 


Oftentimes where a man’s estate is small, it is more neces- 
sary that he make a will than if the estate were larger. But, 
most emphatically, after a man has decided that he should 
make a will he should not go at the job in a haphazard way. 
He should consider all of the possibilities and then talk the 
matter over with a good lawyer and an experienced executor 
who undoubtedly will suggest other possibilities. Then the 
will should be drawn so as to provide against all of the con- 
tingencies that the client, attorney and executor have been 
able to conjure. 

One cannot be too careful about the provisions of his will 
as is illustrated by what follows: A businessman by hard 
work and extraordinary business acumen had amassed a 
large fortune. He was one of the most painstaking business 
men I ever knew. I think he was the only man | ever knew 
who, I thought, had never made a mistake during his life; 
but when he died he left a will which showed that after a 
long, careful and successful life he had made one tremendous 
mistake which could not be rectified. 

By his will, which he drew himself, he bequeathed a large 
sum of money to a college in which he had been interested 
for many years, and provided a number of substantial lega- 
cies for friends and relatives outside his immediate family. 
The remainder of his estate he gave to his three children in 
equal shares, his wife having passed on before the will was 
drawn. 


The will might have been satisfactory had he died at the 
right time, but he did not. That is one of the great troubles. 
No one knows when he will die. This man died at a time 
when everything he had, both real estate and securities, was 
at the extreme bottom as to value and saleability. The col- 


lege and the other legatees insisted on the immediate settle- 
ment of the estate and the result was that when they had been 
paid off there was practically nothing left for the children, 
who were intended to be the real beneficiaries. 

If the will had provided for proportions of the estate 
rather than fixed amounts for the legatees, they would not 
have been in such haste to have the estate settled. But, 
even if they had, the right proportions would have been left 
for the children, and they could have held their property for 
a better market. 


This Man Guessed Wrong 


One must not assume that he knows the order in which 
his family will die. Here is an example: Years ago I acted 
as attorney for the executors of a will disposing of an estate 
worth several million dollars. In the process of administra- 
tion we had to settle the Federal estate taxes, and inheri- 
tance taxes in twenty-six states and two provinces of Canada. 

When we got through, the brother of the deceased, who 
had been co-executor with the widow, told me he was going 
to arrange his affairs so that his wife would never have to 
go through such an annoying thing. I asked him what he 
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planned to do. He said he intended to convey every dime’s 
worth of property he owned, both real and personal, to his 
wife, then when he died she would be spared all the grief 
and annoyance and delay that he and his brother’s wife had 
experienced. 


He asked me what I thought of the plan. I told him if he 
were sure he was not going to survive his wife it would be 
feasible, but since he could not be sure, it was the most fool- 
ish idea I had heard for sometime. He replied that his wife 
was twelve years younger than he, that his health was not 
very good, and that there was no question about her sur- 
viving him, and he directed me to go ahead with the trans- 
fers, with one precaution: he told me to draw a will for his 
wife. giving him her entire estate. I told him I would have 
nothing to do with it. 

He then went to another lawyer and had the will drawn 
and his entire estate made over to his wife. Within sixty 
days the wife died and he was confronted with exactly 
the same situation he had just gone through with his 
brother’s estate. Think of the worry, expenses, estate and 
inheritance taxes, and the time consumed, all because he 
guessed wrong as to who would die first. 


Dropping Burdens in Widow’s Lap 


I have known cases where men have made wills probably 
exactly right in substance, who have nonchalantly designated 
their wives as executrices, well knowing that they were totally 
inexperienced in business and, accordingly, totally unquali- 
fied to handle the matters which were to be dropped into 
their laps. Such action may seem kind, but as a matter of 
fact it is about as inconsiderate as one could imagine. A 
wife totally unversed in business and probate matters, grief 
stricken by the loss of her husband, suddenly finds herself 
with a big, incomprehensible job on her hands. 


I had in mind listing the diverse and sundry things an 
executrix would be required to do or have done, but when I 
made the attempt the list was so long and the duties were so 
multitudinous that I gave up the idea. Briefly and as a gen- 
eral rule: First, she must have the will probated. Second, 
she must qualify as executrix and give bond unless excused 
by the will (where permitted by state law). Third, the per- 
sonal property must be inventoried and appraised. Fourth, 
if there is not sufficient personal property to pay the debts, 
the real estate must by appropriate proceedings be made 
subject to their payment. Then come the allowance or dis- 
allowance of claims, the payment of specific legacies, the 
determination of Federal and state estate and inheritance 
taxes, and so on, until the final report and accounting to the 
court are approved. 
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In the settlement of an estate by an inexperienced woman, 
the most dangerous person is the honest, well-meaning rela- 
tive or friend of the family, who is willing to deal out ad- 
vice on any subject, but hasn’t the slightest idea what he is 
doing. He is even worse than the sharpshooter who is de- 
liberately trying to get as much of the estate for himself 
as he can. The widow may see through the sharpshooter, 
but she is not likely to see through the honest, well-meaning 
relative or friend. 


This Way to the Poorhouse 


I recall a case where a nice, old lady on the death of her 
husband succeeded by right of survivorship to the complete 
ownership of several excellent farms, all about equal in 
value. She experienced the impulse to get everything settled 
and out of the way during her life. She got things settled 
and out of the way surely enough, but she spent her last 
days penniless at the county poor farm. What she did was 
this. She had two sons and two daughters, all married and 
with families. Without consulting anyone except the chil- 
dren she went to a nearby Justice of the Peace and conveyed 
one farm absolutely to each of her children, reserving no 
life estate. 


It wasn’t long before one of the daughters-in-law insisted 
on occupying the very good residence the old lady had been 
living in for many years, that being the house on the farm 
which had been conveyed to the husband of the daughter-in- 
law in question. The old lady vacated and moved to town 
where she lived in a boarding house as long as her ready 
money lasted. When that was gone there was no more forth- 
coming from any of the children and that is when she was 
taken to the poor farm, more politely known as the County 
Infirmary. 


While it is perfectly proper and in many cases desirable 
tax-wise to give away property during lifetime, one should 
make certain that he is not stripping himself of the necessary 
funds for comfortable existence irrespective of eventualities. 


Too Many Pieces of the Pie 


Another pitfall is the lawyer inexperienced in this highly 
specialized field or the Justice of the Peace or Notary Public 
who thinks he can properly draw wills and deeds. | remem- 
ber a case where an unmarried woman and her two unmar- 
ried brothers who were getting along in years pooled their 
meager resources and bought a home. They told the person 
who drew the deed that they wanted the title arranged so 
that when one died the other two would succeed to the 
complete ownership and when the second died the third 
would become the sole owner. This could have been done, 
but wasn’t. The deed was so drawn that the three became 
tenants in common, or in other words each became the 
owner of an undivided one-third interest. 


They had a deceased brother who was survived by a 
daughter and three grandchildren who were the children 
of a deceased son. When the first of the three old people 
died the daughter of the deceased brother obtained an in- 
terest in the property and each of the three children of ihe 
deceased son of the deceased brother likewise took an inter- 
est. Then when the second died these outsiders again suc- 
ceeded to interests in the property, and finally when the 
third owner died he owned only 72/108’s of the property. 
18/108’s being owned by the niece and 6/108’s by each of 
the three grandchildren. This caused endless complications 


which it is not necessary to describe, but completely de. 
feated the will of the last owner. 


The moral to this is that legal papers should be drawn by 
a competent attorney. 


“Let’s Talk of Executors —” 


Much could be said on the subject of naming an executor, 
Often a man names a close friend. He has no way whatso. 
ever of knowing that the friend will survive him or, if he 
does survive, that he will live to complete the job. I have 
known many cases where some other person quite unfamiliar 
with the matter was appointed to complete the settlement, 
This almost invariably leads to confusion and dissatisfaction, 
Nor is this result precluded by naming several friends in 
that capacity, providing that if the first does not survive, 
the second shall act and so on. | have known of cases of this 
kind where none of those designated survived the testator, 
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A bank or trust Mipany does not die, become ill or 
incapacitated. It is diways on the job and available when 
needed and is a financially responsible institution. If by 
reason of a depressioa or other cause the bank or trust com- 
pany should get into ‘difficulties, it would be found that the 
estates it was handling had been kept entirely separate from 
the institution’s own business and that everything was intact. 
The law and the government bank examiners in_ their 
periodic examinations would have seen to this. No less 
significant, of course, is the wealth of experience and group 
judgment that are brought to bear on each estate. 


Another thing of vital importance to be taken into ac- 
count is the attorney who is selected to draw one’s will or 
to act as attorney for the executor. If one were going to 
buy a suit of clothes he would not go to a hardware store. 
And still I have known men who have gone to lawyers who 
were just as likely to draw good wills as a hardware dealer 
would be to make a good suit of clothes. 


It costs a good deal less money to keep out of trouble 
than it does to get out of it and when one is selecting a 
lawyer to draw his will he should go to a high grade, experi- 
enced estate practitioner who has an outstanding reputation 
in his community and whose advice can be depended upon. 
Certainly he should not select a lawyer because he is merel} 
a nice, pleasant fellow or because he is one of the active 
members of the Club or is the cousin of a friend. 


“Set Thy House In Order,” is a Biblical injunction. It is 
also an injunction of common sense and of the duty one 
owes to his family. The arranging of one’s affairs in con- 
templation of death cannot shorten one’s life for one minute. 
but it nearly always does make a man feel more comfortable 
to realize that no matter what happens or when, things will 
be taken care of as they should be. 


If people with property would reflect on these matters 
and then discuss them with reliable lawyers and experienced 
trust officers, a world of trouble, disappointment and ex 
pense would be avoided for their successors. 


TRUSTS AND ESTATES 


SEPTE 









































i de. 


mn by 


‘utor, 
latso- 
if he 
have 
niliar 
ment, 
tion, 
ds in 
rvive, 
f this 
tator, 
oTeVi- 
er to 
t out- 
ik or 


y ac. 


pt as GENERATION 
Il or AFTER 





when 
f by G 0 
ENERATION 

com- 
it the 

from : 
si Through three and even four 

their generations, many families have 

less appointed Fidelity to handle the 
rroup ; 

details of estate management. On 
al the basis of this experience, 
ill or you may confidently 
ig to , ° 
pi recommend Fidelity whenever 
_ who trust services in Philadelphia are needed. 
lealer 
Fidelity presents “GREAT MUSIC” on Television, 10:30 P.M., Sundays 
ouble on WPTZ (Channel 3), Guy Marriner, commentator 
ing a 
cper: 
ation 
oa FIDELITY-PHILADELPHIA 
erely S - 0 
an TRUST MPANY 
Organized 1866 

It is BROAD AND WALNUT STREETS, PHILADELPHIA 9 
y one 

con: Member Federal Deposit Insurance Corporation @ Member Federal] Reserve System 
inute. 
rtable 
s will 
atters 
enced 
d ex 


cares} SEPTEMBER 195] 









HE Powers of Appointment Act of 
1951 provides that it shall be ef- 
fective as if its provisions had originally 
been contained in the 1942 Act. Thus 
the estate tax provisions apply to estates 
of decedents dying after October 21, 
1942, and the gift tax provisions apply 
to gifts made on or after January 1, 


1943. 


Consequently, refund claims may be 
in order as to any years still open under 
the statute of limitations in regard to 
situations where the new law is more 
liberal than the 1942 Act. These situa- 
tions are (1) where a gift tax was paid 
on a partial release of a general power 
created after October 21, 1942, and (2) 
where a decedent died possessing a 
power created after October 21, 1942, 
which power excluded the holder, his 
estate, his creditors or the creditors of 
his estate as possible appointees but 
included persons other than the rela- 
tives specifically named in the 1942 Act. 


The new act is much more liberal in 
favor of the taxpayer than the 1942 Act 
and simpler of application. It contains 
a specific definition of a general power 
of appointment—one that is exercisable 
in favor of the person possessing the 
power, his estate, his creditors, or the 
creditors of his estate—and provides 
that only a general power of appoint- 
ment subjects the possessor to tax.! 
This permits the power to be vested 
in the persons most interested in its 
exercise where certain safeguards 
against abuse are set up. The definition 
is the same whether the power was 
created before October 22, 1942, or 
afterwards, except that in regard to the 
pre-existing powers which are exercis- 
able only by action of two or more per- 
sons there is an all embracing exclu- 
sion from the definition of a general 
power; and, as to powers created after 
October 21, 1942, exercise of any 
power of appointment by creating an- 
other power to appoint may render the 
holder of the original power subject to 


1For single exception to this see discussion under 
subhead “‘Post-1942 Powers.” 
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estate tax or gift tax in one specific sit- 
uation. 

In the new law there is no provision 
which broadly states that a power is 
taxable even though possessed in con- 
junction with another and the relation- 
ship categories set up by the 1942 Act 
to describe non-taxable are 
dropped. For all practical purposes, 
taxability now depends only on whether 
the power is exercisable for the benefit 
of the holder, his estate, his creditors, 


powers 


or the creditors of his estate. 


Exceptions to General Power 


Not all self-benefiting powers are such 
as to subject the possessor to tax in re- 
gard to the property over which the 
power is possessed, There are two gen- 
eral exceptions: 

(a) 7A power to consume, invade, or 
appropriate property for the 
benefit of the possessor which is 
limited by an ascertainable stand- 
ard relating to the health, edu- 
cation, support, or maintenance 
of the possessor; 


(b) A power which the person to 
be benefited cannot exercise ex- 
cept in conjunction with the cre- 
ator of the power or a person 
having a substantial interest in 
the property subject to the 
power, which is adverse to the 
exercise of the power in favor 


of the possessor beneficiary. 

2This makes it clear that a power to invade prin- 

cipal is a power of appointment within the pur- 
pose of the statute. 
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The provision governing (a) contain 
no reference to the support, etc. of th 
potential appointees as such, since it j 
only where the potential appointee j 
the possessor of the power that the lat 
ter is classified as a general power of 
appointment and thus subject to tar 
The requirement of an ascertainabk 
standard will make pertinent such de 
cisions as Coulter, 7 TC 1280 and Yau 
key, 12 TC 1164, dealing with estat 
taxation of a transferor under Section: 
8ll(c) and (d), as well as cases such 
as Merchants National Bank of Boston 
v. Comm., 320 US 256, 43-2 USTC par. 
10,075, dealing with deductions of 
charitable bequests where funds may be 
diverted to private purposes. 






















A power possessed in conjunction 
with the creator of the power is no 
taxable to the person other than the cre 
ator since the creator himself is sub 
ject to tax in regard to this property by 
reason of possessing a power to alter 










or amend or revoke the transfer. Thus. 
it is not likely that a power will often 
be designed to come under this provi- 
sion. 








Adverse Interest 






The infusion of the substantial ad- 
verse interest concept into the law re- 
lating to powers of appointment will 
make pertinent cases dealing with the 
same concept under I.R.C., Sec. 166 
and 167, and cases such as Comm. ». 
Prouty, 115 F(2d) 331, 40-2 USTC par. 
9,734, dealing with the cessation of do- 
minion and control for gift tax pur 
poses. Note that the interest must not 
only be substantial and adverse to the 
possessor of the power but it must also 
be adverse to exercise of the power in 
favor of the possessor. It is specifically 
provided that a power exercisable in 
favor of the estate or creditors of awn | 
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come within the saving clause as to any 
particular holder unless at least one 
other holder whose interest is adverse 
must join in the exercise. If a particular 


possessor and others sufficient to exer- 
cise the power are not in adverse posi- 
tions as to exercise in favor of the par- 
ticular possessor, exercise of the power 
could not be blocked although other 
possessors of the power may have in- 
terests adverse to the exercise. 


The report of the Senate Finance 
Committee has some discussion of what 
constitutes an adverse interest. A taker 
in default of appointment has an inter- 
est adverse to exercise. A co-holder ot 
a power, merely as such, or one who is 
a permissible appointee has no “inter- 
est” and therefore cannot be adverse. 
However, the statute expressly provides 
that a co-holder shall be considered as 
having an adverse interest where he may 
possess a power after the death of an- 
other co-holder which power may be 
exercised to appoint the property in 
favor of himself, his estate, etc. 
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hg! “If A, B, and C hold a power jointly 
ay i to appoint to persons including them- 


selves, and on the death of A, the power 
will pass to B and C jointly, then B and 
C are considered to have interests ad- 


verse to the exercise of the power in 
favor of A.” 


This is a remarkable example since 
there appears to be nothing that B and 
C have after the death of A that they 
do not have during the life of A. Also 
the statement and the example declare 
that a person who may appoint to him- 
self has no adverse interest to another 
person who may appoint to that other 
person’s self. Nevertheless, the statute 
bears out the example because it later 
provides for taxing only a portion of 
property over which co-holders have a 
power to appoint to themselves. The ad- 
_|Yerse interest must exist in the prop- 
erty subject to the power—i.e., the co- 
holder must be a life beneficiary or re- 
mainderman—and an interest in the 
exercise of the power only is not sufh- 
cient unless the person having such in- 
terest comes under the special “after 
death” provision. 
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tion as a general power of appointment 
because the co-holder is neither the cre- 
ator nor an adverse party, the power 
is still less disadvantageous than a gen- 
eral power vested in a single person, 
since the statute taxes only a part of the 
property subject to the power. Such 
part is determined by dividing the value 
of the property by the number of joint 
holders, including the decedent, who (or 
whose estates or creditors) are permis- 
sible appointees, subject to the power. 




































There is an area of vacuity in the 
committee report which says “If the 
holder of a power is legally accountable 
for its exercise or non-exercise. the 
power is not deemed to be a general 
power. However, a power which is ex- 
ercisable in favor of the holder, his 
estate, his creditors, or the creditors of 
his estate, is not regarded as a power 
for which the holder is legally account- 
able.” The first sentence is sound and 
apparently aims at distinguishing a 
power which is really not self-benefiting 
such as where a trustee has a power to 
invade principal for himself as guardian 
of another person or under circum- 
stances where he must apply the power 
in a way which does not actually bene- 
fit him personally. However, when the 
second sentence is added it seems to 
negative this construction of “in favor 
of” because it reverts to the original 
statutory language which is the only 
basis for taxing the power. 


Release 


As the committee report states, partial 
release of a pre-existing general power 
so as to take it out of the classification 
of a general power, if such release is 
made on or after November 1, 1951, 
will not subject the holder to a gift tax. 
Apparently this statement, plus the pro- 
vision of the statute that a “complete 
release” is not an exercise, led to a re- 
quest for a ruling that the partial re- 
lease of such powers before November 
1, 1951, would not involve any estate 
or gift tax consequences. The ruling 
was issued exactly as requested. 


A partial release, which cuts down the 
number of people in whose favor a 
power may be exercised but does not 
affect the amount of property subject 
to the power, would appear not to in- 
volve any gift tax because no transfer 
exists. Under the 1942 law a release 
was specifically designated a transfer 
of property and the regulations treated 
a partial release as a gift. (Reg. 108, 
Sec. 86.2.) Literally speaking, there is 
left open the question of what is the 
estate tax effect of a partial release on 
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or after November 1, 1951. It appears 
that there could be no estate tax effect 
involved in the release itself since the 
entire original power could be _pre- 
served intact without exercise and mere 
possession would not subject the hold- 
er to estate tax; and the law provides 
specifically for estate tax if a pre-ex- 
isting general power reduced to a spe- 
cial power is subsequently exercised. 
Persons possessing pre-existing gen- 
eral powers have until October 31, 1951 
(or the time permitted by the 1942 Act 
in regard to persons under disability) , 
to execute a partial release. Subsequent 


exercise of the modified power will not 
involve any tax consequences. A_pre- 
existing general power which is reduced 
to a special power after that date, how- 
ever, will subject the holder to a tax 
on later exercise of the modified power 
the same as if it had continued to be 
a general power. It is only this negative 
proposition which appears in the stat- 
ute itself; the positive statement for 
taxability appears in the committee re- 
port. 

One who possesses a pre-existing gen- 
eral power of appointment is safe tax- 
wise if he completely releases it at any 
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time (such action would seem to be 
unnecessary as retention would 
not create any danger of tax except 
through inadvertent exercise, as by a 
residuary clause), if he keeps it but does 
not exercise it, or if he reduces it to 


mere 


a non-general power prior to November 
1, 1951, though the modified 
power thereafter is exercised. The last, 


even 


of course, is the generally desirable pro. 
cedure, especially since it is only neces. 
sary to eliminate the holder, his estate, 
his creditors and the creditors of his 
estate from possible benefit from exer. 
cise of the power. Those who have par. 
tially released general powers prior to 
the passage of the new act have cut 
out more persons from the category of 
possible appointees than is now neces- 
sary. However, it is unlikely that any- 
one has thus been deprived of naming 
persons to whom he would really wish 
to appoint; such persons can safely ex- 
ercise the residual power without be- 
ing subjected to tax. 


Post-1942 Powers 


\s to powers created after October 
21. 1942, it is likewise only general 
powers of appointment that involve tax 
consequences with the single exception 
hereafter stated. However, mere posses- 
sion of such a power at death will re- 
tax. Here also, the 
Senate Finance Committee Report amp- 
lifies the statute by declaring that, in 
general, a reduced power which pro- 


sult in an estate 


ceeded from a general power created 
after October 21, 1942, will have the 


same tax effect as a general power. How- | 


ever. where a power created after Octo- 
ber 21. 1942, was partially released to 
1951. 
a subsequent inter vivos exercise would 


a special power prior to June 1. 


not be a taxable gift. 
that a 
disclaimer or renunciation, if unequivo- 


Specific provision is made 
cal and made within a reasonable time 
after learning of the existence of the 
power, is not deemed a release of the 
power. Nothing is said about this be- 
ing not deemed an of the 
power, but should obviously follow be- 
cause it would be a vain thing to de- 
clare that an act is not a release if the 
act could constitute an exercise having 
the same results as a release. 


exercise 


Even a non-general power of appoint- 
ment may have tax consequences if it 
was created after October 21, 1942, and 
is exercised by creating another power 
to appoint if, under local law, such 
other power of appointment can_ be 
validly exercised so that vesting is post- 
poned or absolute ownership suspended 
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without regard to the date of the crea- 
tion of the first power. This provision 
applies to both general and_ special 
powers. 


Lapse 


The lapse of a power created after 
October 21, 1942, during the life of the 
possessor of the power is considered a 
release of such power having limited 
tax effects. This provision does not re- 
fer to “general powers of appointment” 
but merely to powers of appointment. 
However, it can affect only general 
powers because the law does not take 
cognizance of a special power unless it 
is exercised to create another power in 
a particular manner. 

Lapse during life is recognized as a 
release only to the extent that there is 
a lapse during any calendar year of a 
power over property which, at the time 
of the lapse of the power. exceeds the 
greater of $5,000 or 5‘< of the value 
of fund over which the lapsed power 
could have been exercised. Thus. where 
a general power of appointment must 
he created its tax effects can be mini- 
mized by limiting the power to take 
annual non-cumulative amounts not in 
excess of $5,000 or 5‘« of the value of 
the fund. Failure to exercise such a 
general power will result in neither 
estate nor gift tax. Whether or not the 
power is in excess of the permitted 
value, the possessor of the power will 
be subject to estate tax on the amount 
that could be withdrawn in the year of 
death because as to this amount he dies 


possessing a power of appointment. 


lf a wife is given power to withdraw 
principal for her own benefit and she 
is the only one for whom principal may 
he invaded during her life. and after 
her death her two children are to re- 
ceive the property or may have princi- 
pal invaded for their benefit, it would 
appear that failure to withdraw would 
result in an immediate gift tax on a 
future interest and would result in an 
estate tax to the wife since the irans- 
fer would be effective at or after her 
death. It is indicated by the committee 
report that the value of the property 
included in the estate of the wife by 
reason of the failure to exercise would 
depend upon the value, at the time of 
her death, of the portions of the fund 
which are deemed to have been dis- 
posed of in a taxable fashion, just as 
the extent of taxability is determined in 
regard to transfers in contemplation of 


death, 
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Open Question 


What is the tax effect of failure to ex- 
ercise an excessive power where princi- 
pal can be invaded during the life of 
the possessor by other persons for the 
benefit of persons other than that par- 
ticular Such a_- situation 
would an immediate 
gift tax on a future interest because ihe 


possessor ? 
seem to involve 
power to use principal for others is dis- 
cretionary and the property passes be- 
yond the control of the particular pos- 
power. The estate tax 
effect in this situation appears to turn 
upon whether the particular possessor 


cessor of the 





of the power is, or is not. numbered 
among those possessing the further 
power to appoint to others. If he is so 
included, failure to exercise the first 
power would result in estate tax under 
Sec. 811(c) (1) (B) (ii) but only if the 
second power is not actually exercised 
so as to dispose of the particular prop- 
erty. If the particular possessor of the 
power is not included among those who 
can invade principal for others, failure 
io exerc’se the first power afier October 
7. 1949, may result in an estate tax 
under Sec. 811(c)(3)(B) (ii) (on the 
view that the other appointees must be 
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alive when the power of appointment 
is exercised) but, again, only in event 
the second power is not actually exer- 
cised so as to dispose of the particular 
property. 

If, however, the second power is as 
to some one holder a general power, 
failure to exercise the first power may 
not involve an estate tax because the 
last paragraph of Sec. 811(c) (3) pro- 
vides for non-taxability where property 
can be obtained during the life of the 
decedent “through the exercise of a 
power of appointment (as defined in 
Section 811(f) (2) which in fact was 
exercisable immediately prior to the 
decedent’s death.” The quoted words, 
when enacted, envisioned a_ taxable 
power of appointment and it is assumed 
they will be so construed even though 
the 1951 law did not alter the terms 
of Section 811(c) (3) and the new Sec- 
tion 811(f) (2) contains no definition 
of a “power of appointment.” There is, 
however, a definition of a “general pow- 
er of appointment” in the new Section 
811(f) (3). This hiatus in the statute 
will undoubtedly be corrected. The mere 
fact that the particular possessor of the 
first power may still enjoy the income 
from the principal which he fails to take 
for himself, or even, in a conceivable 
situation, may actually take that same 
principal in a later year would not re- 
sult in an estate tax where he is not 
among the persons who can invade 
principal for others. (See Douglass, 2 
TC 487(A), aff'd 143 F(2d) 961.) 


What Can Be Done 


It is now possible to have complete 
exemption from estate and gift tax in 
the following situations: 


(a) If the holder of the power cannot 
exercise the power for the benefit of 
himself, his estate, his creditors or 
the creditors of his estate; 

If the power is exercisable for the 
benefit of the holder of the power, 
provided that such holder can exer- 
cise the power only in conjunction 
with another person who has an in- 
terest in the property subject to the 
power adverse to the exercise for the 
first holder’s benefit; 

If the power is one to invade princi- 
pal for the benefit of the holder, pro- 
vided that there is set up an ascert- 
ainable standard with reference to 
the support, etc. of the holder. 


If powers are created within (b) or 
(c), provisions should be made for con- 
tinuation of the power in a non-taxable 
form in the event the adverse party dies 
before the other person for whom the 
power may be exercised or becomes in- 
competent, or in event the holder whose 
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JOHN B. DUNLAP 


The new Commissioner of Internal Revenue, 
a career employee, began with the bureau in 
Dallas in 1933. After retiring from the Army 
with the rank of Brigadier General, he re- 
turned to Dallas as assistant to the Collector, 
and was promoted to Agent in charge of that 
office in 1950. In April 1951 he went to 
Washington to direct the new tax fraud 
squad. 


support provides the standard becomes 
incompetent. 

If such a new power cannot be cre- 
ated so as to provide complete exemp- 
tion from tax, partial exemption may 
be provided by: 

(a) Naming other co-holders of the power 
who are potential appointees. This 
would fractionate the amount of prop- 
erty subject to tax on the death of 
any one holder; but, as any of these 
holders died, a tax would be incurred 
and the amount taxable in the estates 
of the other holders upon their deaths 
would be increased. 


Providing an annual non-cumulative 
limit of $5,000 or 5% of the annual 
value of the fund. 


Remainderman’s Interest 


With one exception, the new law clari- 
fies the uncertainties which were most 
troublesome under the 1942 Act. While 
the new law does not expressly state that 
a contingent power of appointment is 
not the same as a presently existing 
power of appointment, this problem was 
of major concern only in regard to a 
power to invade principal for one’s 
own benefit. Such a power is now ex- 
pressly made non-taxable provided that 
there is set up an ascertainable stand- 
ard relating to the holder’s support, etc. 
In effect, it is the very contingency and 
reasonableness of the standard that ac- 
counts for non-taxability under the new 
law. This, together with such cases as 
Yawkey, 12 TC 1164(A), Markson, 
TC Memo 3/31/44, and Fiske, TC 
Memo 1/21/46, may indicate that a 
contingency grounded on something 
other than personal need of the posses- 
sor of the power may preserve the 


power from taxation if the contingency 
does not actually arise. 

The continuing uncertainty is wheth. 
er a remainderman who has a power 
to invade principal for the life benef. 
ciary also has, in effect, a power to 
appoint to himself because he may bene. 
fit by non-exercise of the power to ap. 
point to the life beneficiary. It is con- 
ceivable that such a power may be re. 
garded as actually two powers, one a 
general power and the other a special 
power. It would still appear, however, 
that the ruling under the 1942 Act, to 
the effect that a power in the hands of 
a potential, rather than a direct, taker 
in default is a tax-exempt power, would 
still apply. (See C.C.H., Gift Tax 
(1950) par. 5061.762; Estate Tax 
(1951) 16.33; Paul. Federal Estate & 
Gift Taxation. 1946 Supp., pages 255, 
269. ) 

Wherever a new power is vested in 
children to invade for the benefit of 
their mother, it would be advisable to 
require that action by the mother be 
necessary to exercise of the power and 
where possible provide her with a con- 
tingent remainder interest. Thus, an ad. 
verse interest to the children may be 
created and afford protection against 
their possible taxability under a power 
with a dual aspect. Also an adverse in- 
terest may be supplied by the “after 
death” provision discussed above. It 
does not appear that the mother’s in- 
terest in income would be adverse to 
the children’s power because failure to 
invade for her leaves her income un- 
affected. Also, if the property is not to 
be distributed at the death of the 
mother and the children are to continue 
to have a power to invade principal, 
special care should be taken to see that 
an adverse interest exists even after 
death of the mother or that the power 
is otherwise non-taxable. 


This problem may present no great 
risk where remaindermen are quite 
certain to survive the life tenant and 
will receive the property outright and 
have it taxable in their estates. There 
would be no gift tax on the remainder- 
man’s power unless the amount paid 
over to the life tenant in any year ex- 


ceeded $5,000 or 5% of the fund. 
4 &. A 
Erratum 


In the article “Hints on Will Drafting 
(Aug., p. 519 at 521) footnote 3 was in- 
advertently omitted. The cases cited 
therein are Matter of Carroll, 274 N. Y. 
288 (1937); and Matter of Kellogg, 181 
N. Y. 355 (1907). 
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TRUST BUSINESS THROUGH BANK OFFICERS 


N spite of the fact that trust business 
I in Georgia is one of our oldest in- 
dustries, dating back one hundred and 
eleven years, and only six states in the 
Union antedate Georgia in the trust 
business, the development of trust busi- 
ness here lags far behind the trust busi- 
ness in the rest of the nation. We have 
380 banks in Georgia but only 35 
Trust Departments. This is an average 
of 1 to 1] in comparison to the na- 
tional average of 1 to 5 according to 
Gilbert Stephenson. The Georgia Trust 
Departments have $1.00 in trust assets 
for every $10.00 of bank assets. The 
national average is 1 to 5. 


Of the 35 Trust Departments that 
exist in Georgia only 5 have assets of 
more than $5,000,000; 2 have assets 
of under $1,000; 9 under $100,000; 17 
under $500,000; 21 under $1,000,000 
and 30 under $5,000,000. 60°% of our 
Trust Departments have assets under 
$1,000,000; 80° have 
than $5,000,000. 


assets of less 


Excerpts from address before Annual Meeting, 
Trust Division, Georgia Bankers Association, May 
28, 1951. 





VIRLYN B. MOORE, Jr. 


Trust Officer, The Fulton National Bank of Atlanta 


Certainly the business is available to 
the banks who want to get it. The in- 
dustrial index shows that the Southeast 
is the fastest growing industrial area 
in the United States. Industry is diver- 
sified geographically; in every small 
town in Georgia there is at least one 
good trust prospect. 


Since there are so few 
ments and fewer trust re 
is apparent that the deve 


rust depart- 
sentatives it 
rent of our 
company 

th is joined 
‘vr and key 
ihe first re- 
trust depart- 


trust departments must 
effort, that is, an effort 
in by every director, « 
employee of our bank: 
quisite of this activity ir 
ment is to acquire a sal¥man. In view 
of the fact that so man’ trust depart- 
ments have so little business, it would 
seem that a trust officer could devote 
all of his time to going out and getting 
business which he could administer in 
his old age. 

The duties of a new business depart- 
ment, whether it exists in the personal- 
ity of one man or several, would be: 1. 
To develop a well selected prospect list. 


Diorama used in one of window displays commemorating hundredth anniversary of 
Springfield (Ill.) Marine Bank. Changed each week to tie into radio and newspaper ad- 
vertising, these cleverly worked out dioramas have aroused great interest. 
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2. To direct a forceful advertising pro. 
gram. 3. To make calls (most important 
duty). 4. To stimulate activity in the 
commercial side of the bank. 


Tell Commercial Officer 


Taking up the last, if we cannot sell 
our own commercial officers on_ the 
value of the trust department, then we 
cannot expect to sell a prospect, or a 
lawyer, an insurance man or an ac- 
countant on the value of our services, 
The entire problem of selling trust busi- 
ness to any one, is simply this: We 
assume that every one knows as much 
about the trust department and its ac- 
livity as we do. 

The best way to help the commercial 
officer to initiate trust business is to 
picture the exact problem he will face 
when talking to one of his customers, 
who is a trust prospect. will either have 
no will or one which names his wife 
as executor, and leaves everything to 
her. | would suggest at the officers meet- 
ing from time to time that the trust 
officer give a twenty minute talk, first 
on the subject, “Why Make A_ Will.” 
For example: 

Mr. Customer, do you want your prop- 
erty divided or do you want it conserved? 

Will 44 or % of your estate be sufficient 
to take care of your wife as long as she 
lives? 

Do you want your business liquidated 


or would you rather have it held together 
and continued? 


Do you want to direct how your prop- 
erty shall be distributed or do you want 
the court to decide it for you? 

The motivating answers are obvious. 

The next talk should be designed to 
give the commercial officer the simple 
facts why a bank can handle the job 
of an executor better than an individual 
and why a wife should not be burdened 
with the duties executor. The 
commercial officer probably thinks just 
as his customer does that to have a 
bank administer an estate is just an 
unnecessary expense. It would be easy 
to list about 65 or 70 duties of an 
executor. Picture the fact that a wife 
would be going through the greatest 
emotional adjustment of her life and 


of an 
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jn addition to managing the household, 
she will have to perform all of the duties 
of settling an estate. Does the customer 
want his wife to walk alone or would 
he like the bank to help her out? Plant 
in the commercial officer’s mind the 
words Permanence and Availability. 

As to trusts, commercial officers can 
quickly capture the interest of a cus- 
tomer by describing a trust as being 
a two for one sale. Transfer your es- 
tate twice, Mr. Customer, for the price 
of one. It is easy to furnish an illustra- 
tion of how a man with an estate of 
$200,000 and who has a wife and two 
children can save $30,000 for his chil- 
dren by using a trust instead of trans- 
ferring his property outright. 


One of the best services available to- 
day is the agency, yet that word is the 
most indefinite. Everybody knows what 
a real estate agent does. He collects 
rent, keeps up the repairs on buildings, 
pays the taxes, advises on purchase of 
other real property, takes out his fees 
and pays the difference to the owner. 
Trust department agency for the invest- 
ment of money and the management of 
stocks and bonds is exactly the same 
as the real estate agent’s activity as 
applied to real property. When the com- 
parison is made it is easy to understand 
what our term agency means. 


Whenever a will is received in the 
trust department and a commercial offi- 
cer has been even remotely connected 
with securing that always 
write a letter to him advising him that 


business, 
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you have received the will and thank 
him for his efforts in helping to develop 
this business. What is more important 
send a copy of the letter to the bank 
president. 

This proposition of developing new 
business is a two-way street. If the trust 
officer is alert and familiar with the 
activity of the banking department, he 
can be helpful in securing new accounts 
for the commercial department and 
what is more important he can be most 
instrumental, by securing wills of bank 
customers, in réfaining business for the 
commercial department. Every new busi- 
ness man in the trust department should 
attend every general meeting of the 
officers of the entire bank to keep in- 
formed of the activity of the commer- 
cial department. 


Referred Business 


The easiest and best business that the 
trust department gets is referred busi- 
ness, which comes generally from four 
sources, namely, insurance 
men, accountants and satisfied custom- 
ers. The group which is by far the most 
important is the lawyer. 1. We do not 
draw wills. 2. We recommend that a 
customer employ his own lawyer to 
draw his will. 3. We employ the lawyer 
who drew the will to represent the es- 


lawyers, 


tate. 

A trustman can be of great assistance 
to a lawyer who is preparing a compli- 
cated will for the first time. He can 
make the lawyer a trust department ad- 
vocate by sitting down and describing 
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to him the regulations under which we 
operate. He can tell him about the Trust 
Committee and its personnel. Forms are 
always welcome by every lawyer wheth- 
er he be an expert in draftsmanship or 
not. An expensive set of forms is not 
always necessary. A good sound form 
of a will which is mimeographed will 
serve the purpose. 

Since large estates are now being held 
by persons who formerly could not 
acquire them, their attorneys likewise 
have specialized in branches of the law 
other than wills and trusts. These law- 
yers represent a fine group of potential 
trust department advocates. 
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ness. It does no banking 
business. It accepts no 
deposits subject to 
check. 


It administers more 
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It is the oldest trust 
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HEARST: LEGEND AND EMPIRE BUILDER 


WILLIAM RANDOLPH HEarRsT left an 
estate estimated to be worth between 
$200 and $400 million. His death in 
Beverly Hills, Cal., at the age of 88, 
brought to a close a career remarkable 
even the field of Journalism. The 125 
page will contained nine codicils (six of 
which were revoked) and established 
three trust funds: one for Mrs. Hearst, 
one for the five sons — which presumably 
carries control of the Hearst enterprises 
— and the third for philanthropic and 
educational purposes. Eight business as- 
sociates of the Hearst empire were named 
executors, to serve also as trustees with 
the five Hearst sons. Because of the size 
and ramifications of the estate, Probate 
Judge Newcomb Condee of Los Angeles 
appointed one son, Randolph A. Hearst, 
and H. S. Mackay, Jr., as special admin- 
istrators until the eight executors should 
be qualified, under bond of $20 million. 


Brought up in a day when there were 
few legal restraints upon business con- 
duct and self-protection was the principal 
consideration, “W. R.” expanded his 
newspaper interests before entering the 
magazine, motion picture and radio fields. 
Next he accumulated immense tracts of 
land in California, Mexico and Wales. 
For twenty years he purchased antiques 
of every description at an estimated rate 
of a million dollars a year. His holding 
companies controlled New York City 
hotel and apartment properties once 
reputedly valued at between $30-$40 mil- 
lion. Money poured in and there seemed 
no limit to the scope of his activities and 
influence. 


At school in the East and later at 
Harvard, “Buster Billy’ Hearst was ap- 
parently a handful for his father, Sen- 
ator George Hearst of San Francisco, 
who amassed a fortune of some $30 mil- 
lion from gold mine speculation. A rol- 
licking participant in extra-curricular 
college affairs, Young Hearst put the 
“Lampoon” on its financial feet before 
departing from Cambridge by faculty 
request. The elder Hearst had acquired 
in 1880, for a bad debt, the San Fran- 
cisco Examiner which his son persuaded 
him to let him run, at the age of 23. Less 
than 10 years later (in 1896) he had 
taken over the New York Morning 
Journal and declared war on Joseph 
Pulitzer’s World. 


His sensational news style became 
known as “yellow journalism” after the 
“Yellow Kid” cartoons by Outcault. With 
the outbreak of the Spanish-American 
War in 1898 his papers took a leading 
part in whipping public opinion into 
war fury. By 1922 he owned twenty 
properties plus news services, feature 
syndicates and the American Weekly, 
as well as a string of magazines. Midway 
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through the 1920’s, Hearst first faced 
recourse to public financing when $10 
million debentures of Hearst Magazines, 
Inc., were sold. Later financing in 1930 
of the Hearst Consolidated Publications 
through the sale of $50 million preferred 
stock temporarily eased the complicated 
structure, which weathered the storms 
of 1929 and the early 30’s. In 1935 it 
was estimated that he employed 31,000 
persons with an annual payroll of $57 
million to run (1) 28 newspapers with 
5.5 million circulation daily and 7 mil- 
lion Sunday (2) 13 magazines with com- 
bined circulation of 4.5 million (3) 8 
radio stations (4) 2 motion picture com- 
panies (5) real estate holdings in New 
York, Mexico, California and Wales esti- 
mated at $56 million (6) stock interests 
estimated at over $21 million (7) two 
holding companies which controlled the 
common stocks of the publicly financed 
companies. Fortune Magazine appraised 
his net worth at $142 million but, behind 
the scenes, all was not happy. Some pub- 
lications were unprofitable, much of the 
land was non-income producing and eat- 
ing taxes and much of his fabulous art 
treasure was in warehouses accruing 
storage charges. With the naming in 
1936 of C. J. Shearn as sole voting trus- 
tee of the top holding company, charged 
with simplifying the complicated set-up, 
William R. Hearst was not, for the first 
time, in control of his empire. Three 
dividends on Hearst Consolidated pre- 
ferred stock were passed but Shearn, 
paying the March 1939 dividend, averted 
passing of voting control of key proper- 
ties to the preferred stockholders. Thou- 
sands of acres of unprofitable lands were 
disposed of as well as encumbered New 
York City real estate, much of it jointly 
owned with the famous Arthur Brisbane. 
Some art objects accumulated over the 
years were sold at a fraction of cost. 

World War 2 brought larger advertis- 
ing revenues and reduced publishing 
costs for the smaller-sized newspapers, 
and a triumvirate of Messrs. Huberth, 
Berlin (both executors of the will) and 
John W. Hanes continued corporate sim- 
plification so that since 1939 no business 
properties have been sold. The Estate 
today includes 18 newspapers, 9 maga- 
zines, 3 news and feature syndicates, 
the American Weekly, and four syndi- 
cated publications. 


The immense circulation of Hearst’s 
papers and their tremendous editorial 
influence placed him in the forefront of 
Democratic party politics for many years, 
and his spectacular and ruthless cam- 
paigns exerted great effect upon legisla- 
tion. An advocate of many liberal re- 
forms frowned upon in his day, such as 
woman suffrage, the eight hour day, 
direct election of United States senators, 





postal savings and always an opponent 
of communism, government graft, and 
international commitments, he stood by 
his convictions. 


His own political ambitions were re- 
stricted to two terms in the House of 
Representatives; two nominations for 
Mayoralty of New York City failed, he 
was defeated for the Governorship of 
New York State by Charles Evans 
Hughes, and failed at the Democratic 
nomination for the Presidency in 1904. 


Although his editors had full authority 
in local affairs, he dictated policy on 
national and international levels. Outside 
of the top echelons of his organization, 
he was personally known to few, but he 
knew what each man was doing and 
success or failure was noted by a message 
from “The Chief.” 

It is reported that plans for the con- 
duct of the Hearst properties were care- 
fully mapped about four years ago and 
incorporated into Mr. Hearst’s will, 
which was dated May 20, 1947. Five of 
the eight executors are directors of the 
Hearst Consolidated Publications, and 
the other three are also business as- 
sociates. The five Hearst sons, all active 
in various Hearst publishing enterprises 
across the country, will serve with the 
eight executors as trustees when the 
trust funds are established. 


Mrs. Millicent Willson Hearst, es- 
tranged wife of the publisher, receives 
outright $1.5 million in cash and the life 
income from $6 million preferred stock 
of the Hearst Corporation, the principal 
to pass to the sons. They share the annual 
income of $150,000. from the trust of 
preferred shares of the Hearst Corpora- 
tion, as well as from 100 shares of the 
common stock “which is_ believed to 
represent the controlling interest.” The 
will also directs that upon the death of 
the last surviving grandson, the family 
trust and charitable trust shall be dis- 
tributed. The heirs of the grandchildren 
will receive the former. 

Not included in the will is a trust 
fund established in November 1950 for 
Marion Davies, former motion picture 
actress and long-time friend who came 
to Hearst’s aid with a million dollar loan 
in the crucial days, which gives her life 
income from 30,000 shares of preferred 
stock of the Hearst Corporation, the 
principal to revert to the five sons upon 
her death. All the residue of the estate 
is left in trust for charitable, scientific, 
literary, educational and public purposes. 
A part of his still vast art collection is 
to be assembled as a memorial to his 
mother and all furnishings, works of art 
and antiques at his three estates at San 
Simeon and Wyntoon, Cal., and in St. 
Donat’s Castle in Wales, are to be given 
to the California Charities Foundation. 
The principal of this public trust fund 
will be distributed to institutions desig- 
nated by the trustees when the family 
trust funds are finally distributed. 


TRUSTS AND ESTATES 
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* SAVINGS from COMMON FUNDS 


Reported by 





OLD COLONY TRUST COMPANY, BOSTON 


INCE establishment of Old Colony’s 

Common Trust Fund in 1945 and 
afiliated First National Bank of Bos- 
ton’s Fund in 1947, intensive analysis 
has been applied to composite as well 
as individual operating results, with 
consequent comparative data of most 
practical value. In the article written 
for the April 1949 issue of TRUSTS AND 
EstaTEs by president Cutler and assist- 
ant comptroller Shulkey, the highly suc- 
cessful Cost analyses and Fee Renego- 
tiation programs were lucidly described, 
giving examples of Account and Trans- 
action costs in the four major personal 
trust services. 

Subsequent report at the 1950 Mid- 
Winter Trust Conference remarked the 
ability through the Common Fund to 
handle trusts under $100,000 for a $70 
annual minimum, or less than half the 
regular charge. Vice President Randall 
of the First National (p. 303, May 49) 
had meantime reported cost savings 
ranging from 35% to 60° through use 
of the Fund, and tests which indicated 
that $500,000 was a breakeven total for 
a Common Fund, including savings 
enough to defray costs of converting 
from individual accounts to composite 
Fund. 

There is such considerable interest in 
the savings as well as the servicability 
aspects of Common Trust Funds that 
it seemed desirable to get accurate and 
detailed information on the comparative 
costs of operations under individual and 
combined portfolio management. With 
the fullest cooperation of both the First 
National Bank and Old Colony Trust 
Company, we are able to present ma- 
terial which should answer skeptics of 
the economy of Common Funds, and 
provide a guage for comparative cost 
analysis of increasing value to every 
trust institution, whether or not they 
now operate such a Fund. 


Three Kinds of Economies 


Basically, the cost savings from the 
operation of a Common Trust Fund are 
realized in all three of the major func- 
tions of the Trust Department: Admini- 
strative, Operations, and Investment. 

In the case of the Administrative 
function, the fact that the investments 
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of the accounts participating in the 
Fund are confined to Common Trust 
Fund units greatly simplifies distribu- 
tion problems, as distributions from 
these accounts are necessarily made in 
cash, This eliminates distributions in 
kind with their attendant difficulties of 
selling securities, obtaining and _ regis- 
tering new certificates, etc. The expense 
of preparing separate asset schedules 
and complicated figuring of income, 
when distributions in kind are made, 
is also avoided. 

The cost savings in Operations arise 
from the reduction in the number of 
security holdings in the accounts, which 
automatically reduces all duties in con- 
nection with these holdings. This means 
less accounting and custody work in 
the form of handling of purchases and 
sales, bookkeeping, security custody, in- 
come collection, probate accounting, 
preparation of review sheets, tax work, 
and similar duties. 


The savings derived from /nvestment 
work are also related to the reduction 
in investment holdings in the participa- 
ting accounts, since a review of the 
Common Trust Fund investment hold- 
ings results in a simultaneous review 
of the investment of all participating 
accounts. Tangible savings are thereby 
realized in time spent by Investment 
Officers in account reviews and prepara- 
tion for committee reviews, in Invest- 
ment Committee work, and in origina- 
ting investments or reinvestments as se- 
curities mature or are sold or redeemed. 


Cost Analysis Bases 


While these savings seem self-evident, 
they are seldom provable on the basis 
of an over-all comparison of the Trust 
Department’s volume statistics, number 
of employees, or operating costs on a 
“before and after Common Trust Fund” 
basis. Normal growth of business, in- 
creases in the proportion of non-super- 
vised to supervised accounts, and gen- 
eral increases in the cost of doing busi- 
ness are a few of the many factors that 
tend to distort the comparison and thus 
conceal the true savings realized. How- 
ever, it is possible to make reasonably 
accurate estimates of the savings in in- 
vestment time and “back shop” time 


and translate this into terms of dollars 
of expense saved. The method the Old 
Colony has used for this purpose is 
briefly outlined. 


Reduction in the number of security 
holdings in participating accounts is an 
excellent guide to the reduction in in- 
vestment and “back shop” work, since 
so many operations are related to this 
factor. According to the Old Colony’s 
study of the 1,041 accounts participa- 
ting in its Fund and that of the First 
National Bank of Boston on November 
1, 1950, (when total value was just over 
$25 million) there has been a net re- 
duction of 13,145 in the number of 
holdings in these accounts since August, 
1945, (when the Old Colony Fund was 
started). This 13,145 figure is likely 
to be on the conservative side, since the 
count, based only on the participants 
of the Funds as of November 1, 1950 
leaves out of consideration the holdings 
of many accounts that have terminated 
in the 5-year period. 

From another detailed study of indi- 
vidually invested accounts, of the aver- 
age size eligible for Common Trust 
Fund participation, the Trust Company 
determined the actual number of invest- 
ment reviews, purchases, sales, calls, 
maturities, dividend and interest en- 
tries, statement items, tax items, and 
other forms of activity related to these 
holdings, for an entire year. These data 
gave a good indication of the number 
of such activities normally applying to 
each holding in an individually invested 
account. Multiplying the number of 
transactions per holding by the factor 
of 13,145 holdings saved, gave the total 
count—on an annual basis—of opera- 
tions eliminated by the reduction in in- 
vestment holdings. 


Cost Savings Effected 
The statistical data developed in this 


manner were converted to a dollar basis 
by applying the individual transaction 
costs, determined by the detailed cost 
study, to the various types of activities. 
This gave the total annual gross cost 
saving resulting from the reduction in 
the number of investment holdings. 


This saving is termed “gross” for 
the reason that it is partially offset by 
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SCUDDER 





tion of the two Common Trust Funds, 
and to deduct the resulting total cost 
from the total saving realized from the 
elimination of holdings in the partici- 
pating accounts to get the net cost sav- 
ings. The results of these computations 
are summarized in Table I. 


'g 1 Type or Activity ANNUAL SAVINGs 
' F EBERSTADT & CO. INC. ! Principal Activity (Purchases, sales, deposits, withdrawals, 

Hong eae aid oe calls, and maturities) $ 6,667 

; roadway ee a eee ee eee Income Activity (Coupons, dividends) 10,780 
Send mea Prospectus describing _ Activity (Income analyses, sales analyses for Capital Gains) 2,393 

: ls ities eel di ; nvestment Activity (Investment reviews, records) 21,408 
Company its Shares ‘ Accounting Activity (Probate accounting listings) 11,281 
Br Miscellaneous Cash Postings and Amortization Entries 6,931 

1 Oe $ ) 
1 1 $59,460 

' , Less: Annual Operating Cost of C.T.F. Parent Accounts 5,380 

| ADDRESS it. Cina ¢ ’ 
' ' Net Annual Cost Saving $54,080 

' ' pecan ane = 
: CITY ; a a a Sa cel 2 rer ” A ae 
' ‘ 

' ' 


In computing the cost of operating the 
C.T.F. parent accounts, the Trust Com- 
pany omitted any charge for security 
research work (Security Analysis De- 
partment) as determination of the 
amount would be purely arbitrary, the 
total cost of this work being ordinarily 
allocated—for cost purposes—on a per- 
dollar-of-asset basis. To keep this com- 
parison on as factual a basis as possible. 
the Trust Company considered it ad- 
visable to omit this cost. An offsetting 
factor is that no provision was made for 
the administrative cost savings realized 
from the simplification of the distribu- 











TABLE I 


cial statements is actually somewhat less | ——— 
than the figures shown in the foregoing 
tabulation. 

As there is some merit in this argu- 
ment, additional supporting evidence 
was prepared on another basis. The al- 
ternative basis or yardstick selected was 


“Time”, as this is the major basic cost 
factor. Furthermore. a time saving is a 
tangible factor that everyone under- 
stands, 


In the detailed cost study of the op- 
erations of the Trust Department, the 
Trust Company ascertained the total 
labor and tabulating machine time re- 
quired to handle each type of transac- 
tion. By applying these time factors to 
the total volume of transactions saved 
of 13,145 security 
holdings, it has been possible to com- 
pute the total time savings realized from 
the operation of the two Common Trust 
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S T 3 Vv E N S _ problem a ps son on rsa Funds with a fair degree of accuracy. } Phos, 
1 A R K te in one of the Common trust pn this basis, the savings are shown in 
&¢ sian Table II. 
FUN D, Inc. Labor Savings Effected Actual available working hours per 
While this total & nual saving gives employee, on the basis of 235 working 
a reasonably accurf- picture of the re- days per year after allowing for holi- 
$ U D 4] E R duction in the cogwrdinarily applied days and vacations, total 1,704 hours 
T E Vv E N S in the cost analys f Trust accounts, per year. On this basis, the 13,657 labor 
S the criticism may made that it is hours saved are equivalent to a staff 
& CL A RK not an indication MM™ctual expense sav- reduction or release to other work of 
9 T 0 C K ANNUAL SAVINGS 
TABULATING | 
LaBor MACHINE 
FUND, Inc. Hours Hours | 
Type or Activit 
AVAILABLE AT Principal Acti (Purchases, sales, deposits, with- 
NET ASSET VALUES drawals, calls, and maturities) - 1,711 112 
Income Activit¥ ‘Coupons and dividends) 3,013 422 
Prospectus on Request Tax Activity (Jucome analyses, sales analyses for 
Capital Gains) 323 — 
1 WALL ST., NEW YORK 5, N.Y. Be Investment Activity (Investment reviews, records) 3,417 333 
or 10 POST OFFICE SQUARE; Accounting Activity (Probate accounting listings) 3,643 118 
BOSTON 9, MASSACHUSETTS Misc. Cash Postings and Amortization Entries _ _ 2,367 _ 480 
Total Hours 14, 14,474 1 1,465 
Less: Time required for operating C.T.F. Parent Accounts 817, 49 
Net Annual Saving 13,657 1,416 Gen 
Trusts aNp Estates § SEI 





e the 
clude 
fixed 
that 
finan. 
it less 


going 


argu- 
dence 
he al.- 
1 was 


AVINGS 


667 
780 
393 
408 
281 
931 


380 


» Cost 
risa 


nder- 


e Op- 
, the 
total 
e re- 
nsac- 
rs to 
saved 
urity 
com- 
from 
rust 
racy. 
yn in 


} per 


‘king | 


holi- 
ours 
labor 
staff 
k of 








slightly more than 8 full-time employ- 


ees. 
These figures seem adequately 


to 


demonstrate that substantial and tan- 
gible savings result from the operation 
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PLA STICS 


CELANESE 


CORPORATION OF AMERICA 
180 Madison Avenue, New York 16, N.Y. 


HE Board of Directors has this day 
declared the following dividends: 


4%% PREFERRED STOCK, SERIES A 
Che regular quarterly dividend for 
the current quarter of $1.1214 per 
share, payable October 1, 1951, to 
holders of record at the close of busi 
ness September 7 1951. 


7% SECOND PREFBRRED STOCK 
Vhe regular quarterly dividend tor 
the current quarter of $1.75 per share 
payable October 1, 1951, to holders of 
record at the close of business 
September 7, 1951. 

COMMON STOCK 
75 cents per share, payable Septem 
ber 22, 1951, to holders of record at 
thecloseofbusinessSeptember7, 1951 


R. O. GILBERT 


Secretary 


August 28, 1951. 
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Mining and Manufacturing 


* 


Dividends were declared by the 
Board of Directors on 
Sept. 6, 1951. as follows: 


4¢¢ Cumulative Preferred Stock 
38th Consecutive Regular 


Quarterly Dividend of One Dollar 


($1.00) per share. 


$5.00 Par Value Common Stock 


Regular Quarterly Dividend of 
Forty Cents (40¢) per share. 


Both dividends are payable Sept. 28. 
1951, to stockholders of record at the 


close of business Sept. 17, 1951. 
Checks will be mailed. 


Robert P. Resch 
Vice President and Treasurer 


* 


INTERNATIONAL MINERALS 
& CHEMICAL CORPORATION 


@ Chemicals 


General Offices: 20 North Wacker Drive, Chicago 6 


of a Common Trust Fund. It has been 
said that a Common Trust Fund permits 
a trustee to handle a substantial increase 
in the dollar volume of trust assets with- 
out increasing the volume of work, and 
that a given amount of assets can be 
administered with less work. 

The savings shown by this report are 
operational savings resulting from a 
reduction in the daily work required 
to handle the investments of many small 
trusts. An offsetting factor, of course, is 
the additional cost of converting the as- 
sets of individually-invested accounts to 
a Common Trust basis. While this cost 
may, in total, be an appreciable factor, 
the amount chargeable to a given year’s 
operations is small. The benefit derived 
from the conversion is realized over the 
entire life of the account, and the cost 
is properly allocable on the same basis. 

It is recognized that the indicated 
savings become actual only when per- 
sonnel can be adjusted to the reduced 
work load, or increased volume is de- 
veloped to absorb the excess capacity 
created by the reduction in work load. 
However, a saving in labor hours ulti- 
mately reflects itself in an actual sav- 
ings in expense, so that the indicated 
savings are no less real. 


A A A 


Heavier Taxes Cut 


1951 Bank Profits 


Net current earnings before income 
taxes for the 7.000 odd Federal Reserve 
member banks, amounted to $696,000,- 
000 in the first half of 1951, an in- 
crease of $103.000,000 over the first 
half of 1950 and of $44,000.000 over 
the second half. 

Net profits after taxes, however, were 
only $381,000,000 for the first half of 
this year against $397,000,000 in the 
first half of 1950, or a return equivalent 
to 7.8% a year on capital invested in 
the banks compared with an equivalent 
of 8.5 in the first half of last year. 





UNITED FRUIT COMPANY 


DIVIDEND NO. 209 


A dividend of seventy-five cents 
per share and an extra dividend 
of fifty cents per share on the 
capital stock of this Company 
have been declared payable 
October 15, 1951 to stockholders 
of record September 6, 1951. 
EMERY N. LEONARD 
Secretary and Treasurer 
Boston, Mass., August 20, 1951 





























































87th Consecutive 
Quarterly Dividend 





20c a share from ordinary income, 
gayable September 29, in cash or 
stock at shareholders’ option, to 
stock of record September 13, 1951. 
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WALTER L. MORGAN, Presient 
Philadelphia 2, Po. 
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THE COLUMBIA 
bi) GAS SYSTEM, INC. 


EARNING STATEMENTS POR THE TWELVE 
Monrus Enpep Junsg 30, 1951 


The Columbia Gas System, Inc. has made 
generally available to its security holders 
corporate and consolidated earning state- 
ments for the period July 1, 1950 through 
June 30, 1951, such period beginning after 
the effective date of the Corporation's Regis- 
tration Statement for $110,000,000 princi- 
pal amount of 3% Debentures, Series A Due 
1975, filed with the Securities and Ex- 
change Commission pursuant to the Securi- 
ties Act of 1933, as amended. Upon re- 
quest addressed to the Corporation at 120 
East 41st Street, New York 17, N. Y., 
copies of such earning statements will be 
mailed to the Corporation's security hold- 
ers and to other interested parties. Such 
earning statements are made generally avail- 
able to security holders in accordance with 
the provisions of Section 11(a) of the 
Securities Act of 1933, as amended. 


THE COLUMBIA GAS SYSTEM, INC. 
by F. H. Crissman, 


Treasurer 


August 15, 1951. 








Southern California 
Edison Company 


DIVIDENDS 


ORIGINAL PREFERRED STOCK 
DIVIDEND NO. 169 


CUMULATIVE PREFERRED STOCK 
4.32% SERIES 
DIVIDEND NO. 18 





















The Board of Directors has author- 
ized the payment of the following 
quarterly dividends: 





50 cents per share on Original 
Preferred Stock; 


27 cents per share on Cumulative 
Preferred Stock, 4.32% Series. 


The above dividends are payable 
September 30, 1951, to stockhold- 
ers of record September 5, 1951. 
| Checks will be mailed from the 

































Company's office in Los Angeles, 
September 30, 1951. 


P.C. HALE, Treasurer 
August 17, 1951 








Threefold Trusteeship 


The accompanying chart and re- 
marks by Stuart M. Crocker, president 
of Columbia Gas System, from his talk 
at the American Petroleum Institute, are 
a good illustration of the comparative 
position of capital, labor and govern- 
ment. 

In our enterprise the customer, the 
employee and the stockholder are part- 
ners and we of management are re- 
sponsible for their interests. 


The chart shows how the residential 
customer, the employee and the common 
stockholder of Columbia Gas have fared 
during the past few years. 

The residential customer is paying for 
his gas today with a depreciated dollar, 
and is, in effect, receiving 72% more 
gas for his money than in the base period 
of 1935/39. 

The employee has not fared as well 
as the customer but average wages and 
benefits have increased steadily. Re- 
lated to the cost of living, the index for 
employees’ wages and benefits had risen 
for 1950 to 231, which was 60 points 
or 35% greater than the increased cost 
of living. 

Now look at the third partner, the 
common stockholder. Tax rates were in- 
creased and an excess profits tax was 
enacted which imposed an unfair tax 
burden on many utilities. Fortunately this 
inequity has been corrected in the cur- 
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*“Your DELAWARE Bank’’ 


SECURITY 
TRUST Company 


First Commercial Bank. Founded 1795 
First Trust Company. Founded 1885 
WILMINGTON, DELAWARE 
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rent excess profits tax. Then came the 
204 million dollar construction program. 

Even today his earnings per share of 
common stock, adjusted for dollar de- 
preciation, are 12% less than in the base 
period. Obviously if these three partners 
are to receive comparable treatment, 
something must be done for the stock- 
holder. 

Regulation should recognize the rights 
of common stock investors. Stockholders 
are not a class apart — for the most 
part they are individuals the same as you 
and I. And regulation must recognize the 
effect of the depreciation of currency on 
the purchasing power of earnings from 
common stock investments. 


A A A 


Wider Pension Investments 


Urged 


Union pension and welfare fund in- 
vestments have not been as “income- 
producing and as intelligent as fund in- 
vestment elsewhere,” according to Fred 
Jackson, an officer of the Harbor Car- 
riers Association and an appointee to 
the Wage Stabilization Board. Speak- 
ing before the recent convention of the 
AFL International Longshoremen’s As- 
sociation, Mr. Jackson suggested that 
such funds, which he predicted would 
reach billions before long, should be 
invested in stocks and corporate bonds 
as well as government bonds and bank 
deposits. 


EATON & HOWARD 
BALANCED FUND 













PROSPECTUSES OF THESE TWO INVESTMENT FUNDS MAY 
BE OBTAINED FROM YOUR INVESTMENT DEALER OR 


EATON & HOWARD 


INCORPORATED 
BOSTON 


Declaring that unions would be wel 
advised to buy stock if one of trade 
unionism’s goals is a larger stake jy 
America and a greater voice in map. 
agement, the speaker commented that 
“workers .. . all sink or swim with the 
American democratic system of privat 
enterprise . . . (and) if the workers 
through their unions, deem it inad. 
visable to invest their funds in indus 
trial bonds and securities, why shoul 
anyone else deem it advisable?” The 
portfolios of insurance companies, trus 
tees and mutual investment fund com. 
panies reveal a broad diversified pro. 
gram including such investments, which 
would substantially increase the returns 
on welfare and pension funds without 
undue risk of principal, Mr. Jackson 
concluded. 


A A A 


PusBLic Housinc Bonps Over 
$173 million bonds issued by local 
housing authorities under the Housing 
Act recently came to market and were 
eagerly taken by investors. Not guar- 
anteed by the Federal Government di- 
rectly but in effect protected by pledge 
of annual contributions of Federal 
funds under the Housing Act of 1949, 
these bonds moved readily at yields 
from 1.05%¢ to 2.25% on the longest 
maturities (1988-92). They are exempt 
from Federal, and most state, income 
taxes, as well as some local taxes. Rep- 
resenting wide geographical diversifica- 
tion of risk and secured by pledge of the 
net revenues of the housing facilities, 
th bonds will compete with the highest 
grade state and municipal issues. 


The Mortgage Bankers Association of 
America in its September issue of “The 
Mortgage Banker” takes “Wall Street” 
to task for its participation in public 
housing financing, upon the ground that 
subsidized housing is pushing this coun- 
try down the road to socialism. 
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Dealers 
in M. unicipal 


Bonds 


The Chase offers trust officers and others acting in 
fiduciary capacities a well rounded service in this 
type of investment. Inquiries will receive the per- 


sonal attention of experienced officers. 


Bond Department 


THE CHASE NATIONAL BANK 


OF THE CITY OF NEW YORK 


Member Federal Deposit Insurance Corporation 









She 5 Funds of 
GROUP SECURITIES, INC. 


Incorporated 1933 


* 


THE FULLY 
ADMINISTERED 
FUND 


A Balanced Fund 
© 


THE COMMON 
STOCK FUND 


A Diversified Investment 
in Listed Companies 




































THE LOW PRICED 
STOCK FUND 


THE GENERAL 
BOND FUND 


A Good-Grade 
Diversified Bond Fund 


* 


THE INSTITUTIONAL 
BOND FUND 


A High-Grade Bond Fund 
* 


GROUP SECURITIES, INC. 


Incorporated 1933 





For Prospectus on these and 
17 Industry Classes write to 


DISTRIBUTORS GROUP, 


INC. 
63 Wall Street, 
New York 5, N. Y. 





Indices are based on fund operation during the period covered and are 
not a representation of future results. They should be considered in the 
light of the individual companies’ investment policies and objectives 
and the characteristics and qualities of the investment of these companies. 















Reference should be made to the introduc- 1 6 7 
tory article in July 1949 issue, outlining pur- 12/31/35 12/30/39 to 
poses of publication and considerations in 8/31/51 
selecting stock and cost-of-living averages, aan Principal 
periods and in interpretation of data. Principal vee High 
BALANCED FUNDS 
American Business Shares ——. —-.-... _.- _— 65.9 170.1 
Axe-Houghton Fund “A” .- RE ar a aes — 71.4 202.9 
Axe-Houghton Fund “B” - et Paha aeeaed — 83.1 213.7 
Boston Fund - - ob, SERN ae ee 103.1 60.2 164.8 
Commonwealth ‘Investment Be eee Se 106.3 73.5 $209.6 
Eaton & Howard Balanced - 114.5 78.6 %176.5 
Fully Administered Fund (Group | Securities) - — 69.4 156.6 
General Investors Trust —— —__ ____. 110.0 65.2 134.7 
Ian a acim — 73.5 $154.8 
Johnston Mutual Fund —. sellagipncnaaleidate — — $178.4 
Nation-wide Securities** — ~~ ...._-___ 102.6 59.6 134.6 
Dreyfus Fund***** ____ EE Ee. — — $153.6 
George Putnam Fund . iota eee le — 69.2 $143.2 
Mutual Fund of Boston®*** — — $160.3 
Scudder Stevens & Clark 97.4 80.9 $153.5 
Wellington Fund —_. cael 105.2 75.0 $160.4 
Whitehall Fund - anh it ea ote —_ — $189.4 
Wisconsin Investment*** le Lae ES — 65.1 219.4 
AVERAGE: BALANCED FUNDS | __ 105.6 70.8 168.1 
STOCK FUNDS 
Affiliated Fund*** — 50.2 224.9 
Broad Street Investing Corp. ——————-_ 109.9 60.1 $290.2 
a, Ee ee 109.8 61.0 $183.3 
Delaware Fund ___. —_— 76.1 72.3 
Diversfiied Invest. Fd. ‘(Diversified Fd., ‘Inc. +44) — — 150.3 
Dividend Shares | 109.0 | 621 $168.7 
Eaton & Howard Stock - a 107.1 62.7 t204.3 
Fidelity Fund —. Ciitiapipeaeiiaae ime —- Sonne 
First Mutual Trust Fund - kes eine 59.2 127.2 
Fundamental Investors — 105.2 64.8 236.4 
Incorporated Investors __ 103.6 63.9 298.7 
Institutional Shares (Stock & Bond Group) - —_ —_ 174.4 
Investment Co. of America — 69.0 192.2 
Investors Management Fund —... 107.7 67.7 $210.3 
5 | Ene ae 59.8 126.2 
Loomis-Sayles Mutual Fund - pe ee eee 12.4 74.2 $188.9 
Loomis-Sayles Second Fund ~~ ~~ —-__-__ 88.3 71.3 $191.1 
Massachusetts Investors Trust —.....__.._. 110.7 59.7 +176.0 
Massachusetts Investors 2nd Fund 114.2 57.4 $198.6 
Mutual Investment Fund — 129.7 56.1 163.5 
National Investors ae ale a 60.7 %$236.9 
National Securities — Income*** | jitiadecheeek: — 66.0 135.1 
New England Fund Ta 117.4 61.4 %$156.8 
Selected American Shares : ‘i 123.8 60.9 172.2 
Sovereign Investors —.... ala aq 62.5 132.0 
State Street Investment Corp. PLAS Eee 92.8 60.7 %+208.6 
Wall Street Investing Corp. - ee aie — 202.9 
AVERAGE: STOCK FUNDS —._ >= 106.8 63.4 185.8 
90 STOCK INDEX (Standard & Poor’s) __... 106.7 — 184.8 
CONSUMERS PRICE INDEX (B.L.S.) _-__- — 99.6 n185.5 


Base index number of 100 is the offering price 


COL. 6, 7, and 16 arrived at as follows: To the bid prices at the respective 
dates indicated are added all capital distributions to such date and the re- 
sultant sum is divided by the 1939 base offering price. 


COL. 19 represents the current month-end bid (col. 16 less all capital distri- 
butions) divided by the 1939 base offering price. 


INCOME PERCENTAGE includes only those dividends paid by the com- 
panies out of income earned from dividends and interest on their portfolio 
securities (excluding all capital distributions). 


@Principal index begins after 1939 base date. **Became balanced fund in 1945. 
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16 17 18 | 19 20 investing their capital 
t 12 mo. Div. %| Prin. Less | 5-Yr. Avg. K 
8/315 * 
vest. Cap. — bo Investment e iF S to nN ec I N 
Princidine. Distr. pry | Income % BONDS 
FA hn Al C d 2 (Series B1-B2-B3-B4) 
148213.53 4.56 114.3 3.92 ustodian PREFERRED STOCKS 
¥201413.90 2.50 4172.8 4.35 (Series K1-K2) 
213.214.04 .95 174.4 3.67 F d 
164,093.81 1.96 140.5 3.93 
2095}3.91 1.96 181.1 3.62 unas COMMON STOCKS 
176593.85 2.03 164.8 3.79 (Series $1-S2-S3-S4) 
+142313.94 81 +120.3 3.77 
129.714.96 2.98 110.2 5.15 
132.3 4.08 * Prospectus from your local investment dealer or 
173.4 ees 
112.0 4.05 The Keystone Company of Boston 
i »)« 
' ae 3 85 ” 50 Congress Street, Boston 5. Mass. 
152.4 3.67 e 
37.7 | 3.65 
130.1 3.61 
183.2 ake 
$164.7 * 
140.7 3.94 
| THE JOHNSTON MUTUAL FUND INC. 
131.1 5.08 
; 171.8 4.83 Shares May Be Purchased at 
+183.41.67 2.71 $158.6 4.18 
1658.08 3.15 96.3 | 3.37 Net Asset Value, plus 1% 
+141.16.38 jn $134.7 5.76 e “ 
163.141.38 1.80 140.4 4.18 
204.13.77 3.32 179.8 3.57 P R 
211595.25 2.04 188.9 4.85 @ rospectus on hequest 
95.93.40 ss 73.8 3.92 
23644.73 1.39 | 208.8 3.84 al 
22844.41 2.78 189.9 4.93 
169.$4.93 2.37 139.8 Saal THE JOHNSTON MUTUAL FUND INC. 
189.$4.00 2.72 143.7 4.04 
121.43.23 3.38 84.8 4.03 
188.92.75 1.93 137.7 3.03 
191.93.14 t2.38 157.1 3.26 
175.95.10 — 170.6 4.89 
+19743.67 3.38 +168.4 3.75 
159.312.37 6.00 142.1 3.13 
235.H4.23 3.99 201.7 3.98 Fundamental Investors, Inc. 
+106315.90 ‘ass + 95.8 6.12 
156.113.94 5.18 137.6 3.88 
168,295.20 1.47 142.9 4.33 
13001083 wi son ia Manhattan Bond Fund, Inc. 
208.613.66 2.67 158.9 3.55 
202,914.12 — 202.9 3.50 e 
1834417 3.00 Sol — 3907 Diversified Investment Fund 
184.4 — oom 


cS il | = * Diversified Preferred Stock Fund 
price fe. 30, 1939. 


epresentpt ined by dividing such dividends accruing over 
| period @th the stated date by the average of the twelve 
| offering#ding on the corresponding date. 

GAIN JTION column (18) represents percentage of 
n, if anyppital gains or any other sources, for the current 
‘iod. PROSPECTUSES AVAILABLE ON THESE MUTUAL FUNDS 
IES OR@ AFTER 1939 are given an initial index number 
te they © ess equal to the average of all those stock 
d funds #* at the time. 


Diversified Common Stock Fund 


48 Wall Street 
New York 5 


HUGH W. LONG AND COMPANY 
1945. ***Not included in balanced or stock average. Incorporated 
I **Name changed from Russell Berg Fund. 
****#Name changed from Nesbett Fund. 
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Attention Arresters in 


Trust Ads 


“Mr. Sands Creates a Living Trust” 
is the title of a picture booklet recently 
offered to prospective trust customers 
through the radio and direct mail pro- 
grams of The Northern Trust Co., Chi- 
cago. Pictures and text explain why Mr. 
Sands did it, as well as the what, where 
and how. The July-August issue of the 
company magazine brought to all offi- 
cers and employees a reminder of the 
booklet through a cover picture of “Mr. 
Sands” entertaining two grandchildren. 


“What Do You Want Most In Life?” 
is the intriguing title of a savings ac- 
count ad from American National Bank 
& Trust Co., Danville, Va., which could 
well be applied to the trust department. 
It is followed by the suggestions, “Want 
to go to college . . . . or send your 
children? Want to have your own busi- 
ness?” and others, leading up to the 
service offered. Another ad question, 
directly related to trust work, is “Will 
Your family Face a DILEMMA?” This 
one heads a discussion of wills and 
estate planning in conference with an 
attorney and a trust officer of Harris 
Trust & Savings Bank, Chicago. 

A question which does not immedi- 
ately reveal its meaning, but catches 
the reader’s attention for the explana- 
tion that follows, is “What Happened 
to the Pot Mender?” Text for this ad 


vie 





— 


What Happened to the Pat Mender? 
by Barnett National Bank, Jacksonville, 
Fla., describes how times have changed, 
pots are better and more cheaply made, 
and economic conditions are different, 
but one thing is the same: only through 
savings can a man prepare for the 
future. This could as well apply to 
trusteeship. 

Suggestive of the importance of es- 
tate planning is Baltimore National 
Bank’s ad “Protect Your Estate... . 
Sacrificing estate assets at forced sale, 
to raise cash for taxes, often causes 
severe estate shrinkage. Taxes Must BE 
Pap. Foresight dictates that you carry 
life insurance to prevent sacrificing es- 
tate assets. Ask your life underwriter to 
join you in a conference with a Trust 
Officer of this Bank. We can help you 
determine the amount of CasH that 


600 


should be quickly available at your 
death.” 


Also on the subject of estate planning 
is the ad beginning, “Invest 15 minutes 
with one of our Trust Men,” illustrated 
with the fifteen minutes shaded on a 
clock, which challenges the reader to 
find out “for yourself whether your es- 
tate is too small or our Trust Depart- 
ment too big.” Wilmington Trust Co. 
uses this with the suggestion that the 
15 minutes may “bring your family 
dividends of increased security and of 
freedom from worry in the years to 
come.” 

“Nine Lucky Cats,” with a picture of 
the same, heads an ad by Valley Na- 
tional Bank, Arizona. The story de- 
scribes a spinster leaving $75,000 for 
her nine cats, specifying a diet of beef, 
lamb, salmon, bread and milk, and re- 
quiring a full time caretaker. Estate 
owners—whether of $75,000 or $7,500 
—are advised to have their attorney 
prepare a will and name the bank as 
executor to be equally sure of having 
their wishes carried out. 

“Why Thoughtful Wives Prefer Trust 
Wills” is followed by textual explana- 
tion in a First National Bank, Birming- 
ham, ad directed to the distaff side of 
the household and expressed positively 
in terms of advantages. “Everyone 
Should Make a Will! So says—Roger 
W. Babson.” This is followed by quota- 
tion in full of Mr. Babson’s statement in 
a 2-color ad used by First National 
Bank, Orlando, Fla. The statement in- 
cludes seven reasons for making a will, 
emphasizes the value of an attorney, 
and suggests that the will be shown to 
the chosen executor and be left at the 
bank. 

The importance of a properly drawn 
will is so clear to professional executors 
that the thought is injected into a large 
proportion of trust advertising. Lynch- 
burg (Va.) Trust & Savings Bank de- 
votes an entire ad to this subject, be- 
ginning “Your Attorney’s Advice... . 
a wise safeguard ... You wouldn’t en- 
ter into any important contract with- 
out an experienced attorney’s advice. 
... Your will is a ‘contract’ that dis- 
poses of everything you own,” and 
winds up “In confidence and without 
obligation, discuss this with one of our 
Officers.” 

Such efforts as these do not go un- 
noticed by the legal profession. The 
July ’51 issue of “Unauthorized Prac- 
tice News,” published in Chicago by a 
Committee of the American Bar Asso- 
ciation, contains an article entitled 
“More Helpful Advertising By Banks,” 


ACCORDING to « newspaper item, distribution of ir estate — whether 
a Philadelphia spinster left her §75,000 it's $75,000 or $7,500 — don't put it off 
estate to her nine cats. The terms of her any longer. Have your attorney re 
Wil) provided for « fulltime caretaker «@ Will and name the Valley National 


for the cats, and specified a lifetime diet 
of beef, lamh, salmon, bread and milk 


While thie particular Will was certainly 
an unusual document, it accomplished e 
what a Will, and only » Will, can do: it have the Valley Rank’s capable, experi 
provided the legal means of carrying enced trust officers handle your estate 
out her wishes after she was gone. in it does to name « well meaning bot 
inexperienced friend or relative, be 
If you have not yet arranged for the cause an executor's fee is fixed by law 
You are cordially incited to come in and discuss the advantages of 
naming the Valicy National Bank as executor under your Will 


VALLEY NATIONAL BANK }R_ay 


mamere FEOeear BEroniT 
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which takes cognizance of this trend. It 
cites with appreciation the text of re. 
cent bank advertising, and adds. “We 
appreciate that many of the illustrations 
discussed in thes pages constitute but 
a small portion of what the banks and 
trust companies are trying to do.” 
A A A 
This is ‘RHUBARB’ 

Over the years so many individuals 
thought that cats are people (and dem- 
onstrated their convictions by leaving 
them substantial funds by will or trust) 
that now they have done a Fortune’s 
Feline movie. 

Don’t forget, it could happen to you. 
It did to Eldon E. Stark, who just re- 
tired as vice president and trust officer 
of the Boston Safe Deposit and Trust 
Co. after 34 years in trust work. He had 
a client in 1944 named “Buster,” the 
tiger cat, to whom Woodbury Rand, a 
Boston lawyer, left $40,000 by his will. 
That’s a lot of catnip. And if you think 
ordinary cats are spoiled and supercili- 
ous, wait ’til you get one with equitable 
interests! The human heirs, and the 
cat, gave Mr. Stark a rough time for 
about sixteen months until the cat total- 
ly died and peace returned along the 
Charles River. 

The recently released movie “Rhu- 
barb,” based upon H. Allen Smith’s 
book, tells the story of the cat who in- 
herited $30 million and a big-league 
baseball team by the will of his owner, 
who apparently liked the spunk and 
spirit of the feline in contrast to the 
listless antics of his ball club. Without 
detailing the fantastic shenanigans or 
cat fights that enlivened this four-scar 
picture, we'll divulge the happy ending 
—the team comes up from seventh place 
to win the pennant and the World Series. 


TRUSTS AND ESTATES 
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TRUST PROGRESS “DOWN UNDER” 


RONALD F. ANGUS 


Chairman, Elder’s Trustee and Executor Co. Ltd., Adelaide, South Australia 


EW business entrusted to the Com- 

pany’s care continues to expand; 
the value of new estates, trusts, settle- 
ments and agencies committed to the 
Company’s administration during the 
year amounted to £2,433,948:4:8. The 
total of trust funds in course of admini- 
stration at 31st March last reached £20,- 
660.237 an increase of £1.390,433 com- 
pared with a year ago. 


The number of new Wills under which 
the Company is appointed Executor has 
shown a very marked increase, appoint- 
ments being received from all sections 
of the community and from all parts of 
the State. There is also a growing appre- 
ciation of the benefits available to cli- 
ents by transferring the conduct and 
management of their investments and 
other like business to the Company and 
during the year a number of new 
agencies and attorneyships have been 
undertaken. 


professional and commercial 
men and many elderly folk seeking re- 
lief from the worry and strain of cease- 
less watchfulness over their investments, 
have established an Agency arrange- 
ment with the Company which collects 
their interest, dividends and rents, pro- 
tects the client’s right to subscribe for 
new share issues, re-invests the pro- 
of maturing remits 
their income to them at monthly, quar- 
terly or other suitable intervals, and 
generally maintains close and careful 
supervision of the assets entrusted to it. 
This service is particularly appreciated 
and of special benefit to those contem- 
plating a visit overseas. 


Busy 


ceeds securities, 


Net profit for the year amounted to 


£12,457 :14:7. 


It is recommended that a contribu- 
tion of £2,614 be made to the Male Staff 
Provident Fund. A total dividend dis- 
tribution of £9,000 (10°%) was made 
for the year. 


Gross earnings for the year totalled 
£91.917:16:5 which is £6,600 better 
than the previous year, the increase be- 
ing largely attributable to the unprece- 
dented prosperity of the wool growing 
industry in which a number of our es- 
tates are engaged. 





In address to 41st Annual Meeting of Share- 
holders, May 28rd. 
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Staff salaries, wages and general ex- 
penses of management totalled £79,460 
being an increase of almost £7,000 on 
last year’s figures. The full effect of the 
recent basic wage increase of £1 per 
week and the two quarterly cost-of-liv- 
ing rises of 8/- and 5/- per week will 
be reflected in the next annual accounts. 
These increases alone will add over 
£9,000 per annum to the staff salaries- 
bill to which must be added further 
anticipated cost of living increases. 


Great activity has been evident dur- 
ing the year in the real estate market 
of which full advantage has been taken 
to effect realization on favorable terms 
of a considerable number of city, sub- 
urban and country properties. 


The task of Trustees in securing an 
adequate interest return from the in- 
vestment of trust funds under existing 
conditions is beset with many difficul- 
ties, more especially in estates where 
the Trustees’ powers of investment are 
restricted to authorized securities. 


In times past, mortgage securities 
provided a satisfactory outlet for the 
investment of trust monies. but with 
the prevailing prosperity a very large 
number of borrowers have been able to 
discharge their mortgages, and trustees 
have had little alternative to re-invest- 
ing the funds in Government loans at 
lower rates of interest. Faced with the 
steady decline in interest rates on Com- 
monwealth Government Stocks, and the 
rapidly increasing costs of living, there 
appears no early prospect of alleviating 
the hardships still being experienced by 
many life tenants. However, where ex- 
tended powers of investment are afford- 
ed by the trust instrument, opportunity 
has been taken to invest available funds 
in the stock and share-holdings of 
sound and well established industrial 
and commercial concerns, with material 
benefit to the beneficiaries. 


A special committee has recently been 
set up by the South Australian Govern- 
ment to inquire into and report as to 
the necessity or otherwise of continu- 
ing the Landlord and Tenant (Control 
of Rents) legislation in its present form. 
This Act pegs rentals at the levels ex- 
isting in August 1942, when salaries 
and wages were also subject to control. 





Wage pegging has long since been 
removed with the result that salary and 
wage-earners have enjoyed a greatly in- 
creased income, but a large number of 
beneficiaries dependent upon the rentals 
received from tenanted properties have 
found thier income quite inadequate to 
compete with soaring living costs, rates, 
taxes and outlay on wages and mate- 
rials for repairs. Due to pegged rentals, 
the interest-return from cottage and 
other tenanted properties is, in most 
cases, so low that they cease to be at- 
tractive to investors and consequently 
considerable delay and difficulty is ex- 
perienced in finding purchasers. 


To Serve You 
in Canada 


Our business is that of a trust 
company; we are not engaged in 
banking. 


Incorporated and organized in 
1889, we now have assets aggre- 
gating hundreds of millions of 


dollars under our administration. 


If you have, or want to acquire, 
any kind of property in Canada, 
we can serve you. Our Managers 
and Trust Officers are expe- 
rienced and reliable, and we be- 
lieve our Investment and Real 
Estate Departments have excep- 
tional ability and facilities for 
advising and aiding those who 
wish to participate in the devel- 
opment and expansion of Can- 
ada. 


* 


MONTREAL 
TRUST 
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F a grantor creates a trust, and re- 
serves the power to dispose of the in- 
come or the corpus, or otherwise alter 
the interests of the beneficiaries, he 
will be taxable on the trust income 
under the income tax regulations to Sec- 
tion 22(a) of the Internal Revenue 
Code, unless his power is limited to 
come within special exceptions there set 
forth. These regulations (Reg. 111, Sec. 
22(a)-21 and 22) are the Treasury’s at- 
tempt to establish a set of workable 
rules delineating the broad principle 
and language in Helvering v. Clifford, 
309 U.S. 331 (1940). 


The regulations provide that a 
grantor of a trust must pay the income 
tax upon trust income although he does 
not have legal title to the income, the 
right to receive it or ever actually re- 
ceives it, if he has (1) the power to 
determine or control beneficial enjoy- 
ment of income or corpus: (2) a rever- 
sionary interest after a relatively short 
term; or (3) administrative control. 


When Mr. Clifford declared himself 
trustee of securities for a period of 
five years to pay the income to his wife, 
the Supreme Court, pointing to three 
factors—(1) the short term, (2) family 
nature of the trust and (3) extremely 
wide administrative controls retained 
by the husband-grantor as trustee— 
concluded that the income was taxable 
to the grantor under Section 22(a) 
which defines income, on the theory 
that the grantor should be treated as 
substantial and economic owner of the 
income although not legally entitled to 
It. 

The lower courts found it difficult to 
weigh the three variables of the decision 
in deciding differing factual situations. 
A chaos of conflicting decisions led, 
seven years later, in 1947, to the pres- 
ent regulations. The courts have been 
wary of the regulations and until they 
are adopted by decisions they only bind 
the government. Nevertheless, in draft- 
ing a trust it is wise not to violate them. 













If the grantor is given a power of 
disposition (with certain exceptions) 
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Panel on Fiduciary Income Taxes 








CLIFFORD DOCTRINE — BENEFICIAL ENJOYMENT 


JOHN W. ERVIN 


Professor of Law, University of Southern California, Los Angeles 


These two articles continue the series of 
answers, begun in the January issue, to 
questions submitted to the Panel on In- 


come Taxes on Estates and Trusts, spon- 
sored last year by Title Insurance & Trust 
Co. of Los Angeles. The material has 
been brought up to date. 





over the beneficial enjoyment of the 
corpus or income, whether by revoca- 
tion, alteration, or otherwise, exercis- 
able by him or another person lacking 
a substantial adverse interest in such 
dispositions, or by both, the income is 
taxable to the grantor. This is true ir- 
respective of the duration of the trust. 


An article in The Tax Law Review 
(Alexander, A Case Method Restate- 
ment of the New Clifford Regulations, 
3 Tax L. Rev. 189 (1947) )sets forth 
specific fact situations and conclusions 
on whether or not the grantor is taxable 
on the trust income. Sixty-three illu- 
strations are devoted to the various 
phases of sections of the regulations 
dealing with the power of disposition 
over the beneficial enjoyment of the 
trust corpus or income. I will deal with 
the most typical problems that arise 
in practice and try to give one or two 
rules of thumb. 


The Trustee 


If a client asks you to create a trust 
in which his wife and children are bene- 
ficiaries, try to discourage him from 
being trustee. If he wants his wife, 
brother or sister, father or mother, or 
any employee to be trustee, try to dis- 
courage him because the Clifford Regu- 
lations are aimed at economic and fam- 
ily control. They tax the income to the 
grantor if he is in a position to control 
the beneficial enjoyment of the trust in- 
come or corpus either directly as trus- 
tee or indirectly through family or eco- 
nomic control of the trustee. If the 
trustee is not related by family or busi- 
ness to the grantor, the danger of the 
regulations is greatly diminished. 


If the grantor wishes to change either 






the income beneficiaries or remainder- 
men, the price is the income tax on the 
trust income. 


He may not reserve the power to in- 
vade corpus unless he limits the inva- 
sion to a reasonably definite standard, 
such as amounts needed because of ill- 
ness or other emergency. 


He may not accumulate the income 
except during the minority of the bene- 
ficiaries or by giving them the power 
to appoint it or right to receive it dur- 
ing their life time. 


There follows a list of powers which, 
if reserved by the grantor, will or will 
not subject him to income tax on the 
trust income. They purport to be typi- 
cal and cover most situations but are 
not completely definitive; only powers 
reserved by the grantor are dealt with. 


Taxable Powers 


1. To change the beneficiaries wheth- 
er or not as trustee, with minor excep- 
tions. (See (1) under “Non Taxable 
Powers”’). 


2. To invade income for support of 
a minor-child -remainderman during 
child’s minority. None of the income is 
so used. The grantor would not be tax- 
able under Section 167(c) of the Code 
because the income was not used for 
the child’s support but he is taxable 
under the Clifford Regulations because 
of the power. 


3. To accumulate income and appoint 
it by will. This arises by inference from 
paragraph (d)(1) of the regulation. A 
bank or trust company may be given 
this power to accumulate and add to 
corpus, however, without subjecting the 
grantor to the income tax. A close rela- 
tive or employee does not qualify. For 
precise dividing lines between “inde- 
pendent” and “controlled” trustees, see 
the very careful language of the regu- 
lations. The grantor’s brother and at- 
torney as co-trustees would seem to 
qualify for the immunity. 


4. To invade corpus (unlimited) for 
the beneficiaries. This is tantamount to 
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a power to change beneficiaries. A trust 
company or bank may be given this 
power, however, without rendering the 
grantor taxable. The grantor’s brother 
may be made a co-trustee with veto 
power over the bank or trust company 
without loss of immunity to the grantor. 


5. To accumulate income for distri- 
bution to any one other than those who 
would ultimately receive it or their es- 
tates. 


Non-Taxable Powers 


1. To change the remainder interests 
if the grantor would not have been tax- 
able on the income if he owned the in- 
terest in reversion. (Example: Income 
to the grantor’s wife for life, remainder 
to his daughter. The grantor reserves 
power to transfer the remainder to his 
son. He is not taxable on the income 
since he would not have been taxable 
if he had retained the reversion after 
the wife’s life estate.) 


2. To change the income beneficiar- 
ies after the expiration of a period of 


ten years. The grantor is not taxable 
during the ten-year period. 


3. To substitute another charity for 
the one set forth in the trust instrument. 

4. To invade corpus for the benefici- 
aries if limited by a “reasonably definite 
external standard.” “Illness” would be 
a suflicient standard; “care and com- 
fort” would not be. These rules apply 
whether or not the grantor is trustee or 
the trustee is a relative or employee. 


5. To invade corpus for the benefit 
of the life beneficiary. 


6. To accumulate income for a bene- 
ficiary who will receive it and the cor- 
pus upon attaining a definite age or 
other event which may be reasonably 
expected to occur within the benefici- 
ary’s lifetime. (Example: The grantor 
declares himself trustee of a trust to 
p: y the income to his daughter until she 
reaches forty, then to distribute corpus 
to her. The grantor may reserve the 
power to accumulate the entire income 
without being subject to the tax. If the 
grantor or his estate will receive the 


Reversions and Administrative Control 


ARTHUR MANELLA 


Member of the California State Bar, Los Angeles 


NCOME of a trust is taxable to the 

grantor where he has a reversionary 
interest in the corpus or income there- 
from which will, or may reasonably 
be expected to, take effect in possession 
or enjoyment— 

A. Within ten years after the transfer, 
or 

p. After ten years but within fifteen 
years of the transfer if— 

1. The income is or may be payable 
to a beneficiary other than a charity, 
and 

2. Any of the following powers of 
administration over the corpus or in- 
come is exercisable, whether or not as 
trustee, by the grantor, or spouse (liv- 
ing with the grantor and not having a 
substantial adverse interest in the cor- 
pus or income) or both.’ 

(a) A power to vote or direct the 
voting of stock or other securities; 


(b) A power to control the invest- 


1Note that these same powers, if exercisable by 
any person in a non-fiduciary capacity, will result 
in the income of the trust being taxed to the 
grantor by virtue of administrative control, even 
in the absence of any reversion. See discussion 
infra under Administrative control. 
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ment of trust funds, either by directing 
investments or reinvestments or by veto- 
ing proposed investments or reinvest- 
ments; 


(c) A power to reacquire the trust 
corpus by substituting other property, 
whether or not of an equivalent value. 


Examples 


1. Where the grantor’s reversionary 
interest is to take effect by reason of 
some event other than the expiration of 
a specific number of years, the trust in- 
come is taxable to him if such event is 
the practical equivalent of less than ten 
or fifteen years, as the case may be. 


(a) Example: Corpus of the trust is 
to return to the grantor or his estate 
on the graduation from college or prior 
death of his son, who is 18 years of 
age at the date of the transfer in trust. 
The grantor is taxable. 

(b) The rule set forth in 1, supra, 
does not apply where the reversionary 
interest is to take effect at the death of 
the income beneficiary of the trust. 

(i) Example: Income to grantor’s 
mother for life, reversion to grantor or 


accumulations and corpus upon the 
event of the beneficiary dying before 
distribution he will be taxable on the 
income. ) 


If the beneficiary is given the power 
to appoint the accumulation and corpus, 
the grantor is not taxable although the 
power is limited by spendthrift pro. 
visions, and the grantor may fix the 
fractional shares of the appointees. 


If the grantor is primarily concerned 
with the protection of the beneficiaries 
and not merely with use of a trust to 
reduce his income taxes he will not ob. 
ject to turning the principal over to an 
independent trustee and vesting powers 
to invade and accumulate in the trus. 
tee. If he wishes to retain the maximum 
control and powers allowable under the 
regulations, it will take painstaking care 
and study to fit the reserved powers 
within the multiclausal complexity of 
the regulations. Family trusts can be 
used to reduce income taxes but the 
Clifford Regulations are full of pitfalls 
for the unwary. 





his estate. The grantor is not taxable 
even though his mother’s life expect- 
ancy at the time of the creation of the 
trust may be less than ten years. 


(ii) Example: If the income of the 
trust is payable to the grantor’s wife 
during the lifetime of the grantor’s 
mother, with reversion to the grantor 
or his estate, the grantor is taxable on 
the income from the trust if his mother’s 
life expectancy is less than ten years, 
since the event upon which the grantor’s 
reversion is to take effect is the practi- 
cal equivalent of less than ten years 
and is not to take effect at the death 
of the income beneficiary. 


2. Where the grantor’s reversionary 
interest is to take effect within ten or 
fifteen years, as the case may be, but 
only if the grantor survives a stated 
contingency, the trust income is taxable 
to him if the stated contingency is of 
an insubstantial character. 

(a) Example: Corpus of the trust is 
to return to the grantor if he is living 
at the end of three years. The grantor 
is taxable. 

(b) Example: Corpus of the trust is 
to return to the grantor if he is living 
at the ead of nine years. The grantor is 
probably taxable on the income of the 
trust if his life expectancy at the time 
of the creation of the trust is more than 
nine years. 

Any postponement of the date speci- 
fied for the reacquisition of the grantor’s 
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reversionary interest is considered a 
new transfer in trust, beginning with 
the date on which the postponement is 
eflected, but this rule will not operate 
to make taxable to the grantor income 
for any period which would not have 
been taxable to him if there had been 
no postponement. 

(a) Example: Grantor creates a trust 
on January 1, 1951, the property to 
revert to him or his estate twelve years 
later on December 31, 1962. Nine years 
later, on January 1, 1960, the grantor 
extends the term of the trust for an 
additional two years; i.e. until Decem- 
ber 31, 1964. The grantor is consid- 
ered to have made a new transfer in 
trust on January 1, 1960, for a period 
of five years. He is not taxable on the 
income for the first three years, i.e. 
1960, 1961, and 1962, since he would 
not have been taxable on the income 
for the first three years if the term of 
the trust had not been extended. He is, 
however, taxable on the income for the 
last two years, i.e. 1963 and 1964. 


Administrative Control 


Regardless of the duration of a trust, 
the income therefrom is taxable to the 
grantor where administrative control is 
exercisable primarily for the benefit of 
the grantor, rather than the benefici- 
aries, either the terms of the 
trust or the attendant 
upon its operation. Administrative con- 
trol is exercisable primarily for the 
benefit of the grantor where— 


under 
circumstances 


A. A power exercisable, whether or 
not as trustee, by the grantor or any 
person not having a substantial adverse 
interest in its exercise, or both, enables 
the grantor or any person to purchase, 
exchange, or otherwise deal with or dis- 
pose of the corpus or the income for 
less than an adequate and full consid- 
eration in money or money’s worth. 


(a) Example: If the grantor or the 
trustee has the power to sell a portion 
of the trust corpus at 75% of its value, 
the grantor is taxable on the income 
of the trust. However, if the power is 
exercisable only with the consent of 
a remainderman, the existence of such 
power will not result in taxability to 
the grantor. Or 


B. A power exercisable, whether or 
not as trustee, by the grantor or any 
person not having a substantial adverse 
interest in its exercise, or both, enables 
the grantor to borrow the corpus or in- 
come, directly or indirectly. 

1. Without adequate interest in any 
case, or 

2. Without adequate security, except 
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where a trustee (other than the grantor 
or spouse living with him) is authorized 
under a general lending power to make 
loans without security to the grantor 
and other persons or corporations on 
the same terms and conditions.” 


(a) Example: If the grantor or the 
trustee, a bank, may lend the trust 
corpus to a corporation wholly owned 
by the grantor at one-half of the pre- 


“Prior to their amendment by T.D. 5567, the 
regulations provided that the grantor was taxable 
by virtue of administrative control if there ex- 
isted in him a power to borrow from the trust 
either with or without adequate security or in- 
terest. 
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vailing interest rate, the grantor is tax- 
able on the income of the trust. 


(b) Example: lf the grantor, whether 
or not as trustee, reserves the power to 
borrow the trust corpus without de- 
positing adequate collateral, even 
though he, as trustee, is also authorized 
under a general lending power to make 
loans without security to others, the 
grantor is taxable on the income of the 
trust. However, if the same power, 
under the same circumstances, exists in 
a trustee who is not the grantor or his 
spouse living with him, it will not result 
in taxability. Or 
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c. The grantor has directly or ‘in- 
directly borrowed the corpus or the in- 
come and has not completely repaid the 
loan, including any interest, before the 
beginning of the taxable year; or 


p. Any one of the following powers 
over the trust income or corpus is exer- 
cisable in a non-fiduciary capacity by 
the grantor, or any person not having 
a substantial adverse interest in its 
exercise, or both;* 


1. A power to vote or direct the vot- 
ing of stock or other securities; 


2. A power to control the investment 


of the trust funds, either by directing 
investments or by vetoing proposed in- 
vestments. 


3. A power to reacquire the irust 
corpus by substituting other property 
of an equivalent value. 


’Prior to their amendment by T.D. 5567, the 
regulations provided that the grantor was taxable 
by virtue of administrative control if any of the 
powers set forth in D, above, were exercisable in 
a non-fiduciary capacity by any person. The 
amendment was probably designed to prevent tax- 
ation to the grantor merely because an independ- 
ent “trust adviser,’’ who, although not a trustee, 
but nevertheless limited by fiduciary responsibili- 
ties, was authorized to direct or veto specific ac- 
tions by a corporate trustee, such as the making 
of investments. 
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Comments 


1. If a power is exercisable by a per. 
son as trustee, it is presumed that it jg 
exercisable in a fiduciary capacity pri. 
marily in the interests of the benefici. 
aries; such presumption is to be re 
butted only by clear proof to the con. 
trary. 


(a) The mere fact that a power ex 
ercisable by the trustee is described in 
broad language does not indicate that 
the trustee is authorized to deal with 
trust property or income for less than 
an adequate full consideration in money 
or money’s worth, or is authorized to 
lend the trust property or income to 
the grantor without adequate interest, 
On the other hand, such authority may 
be indicated by the actual administra. 
tion of the trust. 


2. If a power is not exercisable by a 
person as trustee, the determination of 
whether such power is exercisable in a 
fiduciary or non-fiduciary capacity de- 
pends on the terms of the trust and cir- 
cumstances surrounding its creation 
and administration. 


(a) Example: Where the trust cor- 
pus consists of diversified stocks or se. 
curities of corporations the stock of 
which is not closely held, and in which 
the holdings of the trust, either by 
themselves or in conjunction with the 
holdings of the grantor, are of no sig- 
nificance from the viewpoint of voting 
control, a power with respect to such 
stock or securities held by a person who 
is not a trustee will be regarded as ex- 
ercisable in a fiduciary capacity primar- 
ily in the interests of the beneficiaries. 
Where the trust corpus consists of stock 
or securities of a closely held corpora 
tion, such power may or may not, de 
pending on all the facts, be considered 
exercisable in a fiduciary capacity. 


3. Apart from the Clifford regula- 
tions, the grantor of a trust is taxable 
on the income of a trust which directs 
the payment or application. of the in- 
come therefrom in satisfaction of his 
legal obligations. 


4. Apart from the Clifford regula- 
tions, a taxpayer may be taxable on 
income under the principles governing 
the taxability of future income to an 
assignor thereof, whether or not the as 
signment is by means of a irust. 


5. Nor do the Clifford regulations 
affect the applicability of Section 22 (a) 
to the creator of a family parinership. 


a 8B: @ 
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Junior Council Members Advanced 


The chairman and vice-chairman of 
Bank of America’s Junior Advisory 
Council, John A. Dillon and Ralph A. 
Pifari, have been made representatives 
to the Advisory Council of the board of 
directors. This move enables them to 
participate in formulation of new pol- 
icies and plans for action by the direc- 
tors. Of the other fourteen members, 
eight are drawn from leaders in the coun- 
try’s business and professional fields, and 
six are from the bank’s own senior exe- 
cutive staff. 

The junior body has a revolving mem- 
bership of twelve, with one-year terms 
so arranged that half the members 
change every six months. The incoming 
six are chosen from a list submitted by 
the council to senior management. So far 
as possible, all sections of the state and 
various types of banking operations are 
represented. Sectional meetings are held 
weekly in both San Francisco and Los 
Angeles, but the full council meets semi- 
annually. 


Orientation Course 

To assist bankers in reducing person- 
nel turnover the American Institute of 
Banking will bring out this fall a 79- 
page book ($3.50 cloth bound) entitled 
“You and Banking” and designed espe- 
cially for the 100000 young people ex- 
pected to enter banking in the next year. 
The book enlists the newcomer’s interest 
in his job as a career and lays a foun- 
dation for formal courses of the A.I.B. 
Since it is the basis of a short course, a 
corresponding instructor‘s guide will be 
available. ““You and Banking” seeks to 
answer the two questions: “How does a 
bank work?” and “How can I get ahead 
in the business?” 

Simultaneously the American Bankers 
Association is producing a film entitled 
“A Future to Bank On,” a one-reel 16- 
mm sound presentation of the various 
jobs and the training opportunities avail- 
able in banks. It is planned for use in 
high schools and vocational classes. 


Program for Good Employee 
Relations 


Edwards Co., Inc., of Norwalk, Conn., 
employing about 800 persons in the man- 
ufacture of electrical signaling and com- 
munications equipment, has developed ex- 
cellent employee relations by recognizing 
that each employee is an individual. An- 
nual raises are given by employment 
date, not by the calendar; when the high- 
est pay rate in a job is reached, the em- 
ployee is so informed and encouraged to 
study for advancement or go elsewhere. 
There is a profit-sharing system, also, 


SEPTEMBER 1951 





and the sum total of these policies is 
that the employees have a stake in the 
company and often suggest elimination 
of uncooperative personnel. 


Five-Day Week in California 

The San Francisco banks which have 
adopted an indefinite Saturday closing 
plan, with late Friday hours for cus- 
tomer convenience, have experienced 
good customer reaction, with negligible 
exceptions. The calibre of employee 
applications has improved noticeably. 
Bank of America and the San Francisco 
Bank both report the demand for Sat- 
urday facilities as continuing heavy. In 
addition, six Los Angeles banks have 
extended a trial summer closing to a 
vear-around and in Memphis. 
Tenn., the five clearing house banks 
have adopted the same plan as the re- 
sult of a test this summer. 


basis 


San Diego, Cal.—Paul Kelley, vice 
president of Securiry Trust & SAVINGS 
BANK, is celebrating his 45th anniversary 
with the bank by taking a two-months 
European trip sponsored by the bank. 


Trust Groups Elect 


Trust Committee, Indiana Bankers 

Chairman: J. Albert Smith, vice presi- 
dent and trust officer, Fidelity Trust 
Co., Indianapolis 


Trust Committee, Ohio Bankers 


Chairman: George F. Karch, vice presi- 
dent, Cleveland Trust Co. 


Trust Powers Committee, Oregon Bankers 


Chairman: C. L. Minahan, trust officer, 
United States National Bank, Portland 


Trust Division, Utah Bankers 

President: W. L. O’Meara, trust officer, 
Continental National Bank, Salt Lake 
City 

Vice Pres.: Herbert W. Hinley, trust of- 

ficer, Commercial Security Bank, Ogden 

Secretary: Harold J. Kemp, manager of 
Property Management Division, Walk- 
er Bank & Trust Co., Salt Lake City 

Treasurer: J. W. Beless, Jr., assistant 
trust officer, Tracy Collins Trust Co., 
Salt Lake City 


Corporate Fiduciary Association of Hous- 
ton 

President: Thomas D. Anderson, vice 
president and trust officer, Union Na- 
tional Bank 

Vice Pres.: David D. Peden, trust officer, 
First National Bank 

Sec-Treas.: Fred P. Hamill, vice presi- 
dent and trust officer, City National 
Bank 





SCENES AT A CIRCUS BARBECUE 


Everybody loves a circus, also an outing, as proven by these pictures of the annual barbecue 
of the California Bank on July 22nd at the Valley Park Country Club near Los Angeles. 
About 1700 employees and their family from the 40 units of the bank enjoyed the usual 


activities, plus a real circus with all the thrills — 


games, rides, movies, side shows and 


animal acts. 


Seattie Public Library 
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MODIFIED OPTIONS 


(Continued from page 573) 


The argument might be advanced 
that this same flexibility is achieved by 
making the life insurance payable to 
the wife, leaving her the choice to iake 
cash, select a settlement option, or 
utilize a combination of both. In com- 
munity property states this type of 
settlement has extremely disadvantage- 
ous estate tax consequences, as well as 
practical drawbacks. If community in- 
surance is left payable to the wife, 1 
will be taxed at the insured’s death and 
the entire proceeds (or the commuted 
remainder) will, if not dissipated or 
used up, be taxed in her estate at her 
subsequent death—resulting in 150% 
taxation of community life insurance. 


In separate property states estate tax 
disadvantages would be largely elimina- 
ted since the policy might qualify for 
the marital deduction, to the extent it 
did not exceed 50% of the adjusted 
gross estate, but there are still practical 
disadvantages. For example, the estate 
owner, leaving his estate in trust with 
a corporate trustee for his wife and 
children, has in mind the protection of 
the family from adverse outside influ- 
ences, the probable lack of investment 
and management experience on the part 
of his wife and children, and the pos- 
sible improvidence of family members. 
Leaving substantial amounts of insur- 
ance to his wife outright may defeat 
these objectives. Again, cash received 
by the widow is not available to the 
executor for use in payment of debts 
and expenses unless the widow is will- 
ing to purchase assets from the estate. 
A donation from her without a pur- 
chase of assets could subject her to 
gift tax. An agreement of the type out- 
lined would go far toward increasing 
the estate owner’s peace of mind and 
the stability of his estate plan. 


Estate Tax Consequences 


It is imporiant, of course, to keep 
in mind the estate tax results from 
use of this type of agreement, in order 
to assure practical minimum taxation. 
In separate property states where the 
marital deduction is available, this 
settlement option may qualify in part 
for the marital deduction or may be 
entirely a non-deductible item, depend- 
ing upon the terms of the settlement 
agreement used, and depending upon 
the interpretation of the Regulations 
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governing the deductibility of life in- 
surance proceeds. 


Where the insured has designated the 
setilement option for proceeds not with- 
drawn by the executor and has further 
provided that the wife’s estate shall 
receive any commuted remaining value 
at her subsequent death, it is possible 
that proceeds not so withdrawn will still 
be a non-deductible item on any one 
of three bases. Her power of appoint- 
ment may not “be exercisable in all 
events,’ since she must wait a year 
before she can exercise such power of 
appointment (Regulations 105, Sec. 
51.47a(d); or it might be contended 
that the executor’s power to withdraw 
is a power to appoint the proceeds of 
insurance to someone other than ithe 
spouse (Regulations 105, Sec. 81.47a- 
(d); or it might be argued that the 
proceeds left on settlement opiion for 
the wife are received by her as the 
result of a disclaimer on the part of 
the executor and would thus be a non- 
deductible item. (Regulations 105, Sec. 
81.47(e). 


What about the proceeds withdrawn 
by the executor under a will establish- 
ing both a “marital trust” (the quantum 
of which is fixed by a formula based 
on the value of the “adjusted gross es- 
tate” as determined by the audit of 
the Federal estate tax return) and a 
“non-marital” trust? Regulations 105, 
Sec. 81.26 states that all insurance re- 
ceived by the executor and all insur- 
ance which is in fact receivable by or 
for the benefit of the estate shall be 
included in the gross estate. Regulations 
105, Sec. 81.47d defines the “adjusted 
gross estate” for marital deduction pur- 
poses to be the value of the gross estate 
after deducting therefrom the aggregate 
amount of deductions allowed under 
Sec. 812(b). It might therefore be 
argued that the proceeds withdrawn be- 
come a part of the gross estate, and 
thus qualify for the marital deduction. 


However, for the purpose of discus- 
sion, assume that the entire proceeds 
of the life insurance policy payable 
under such settlement option would be 
a non-deductible item. The option might 
still have an important role in the 
plans of many estate owners. In the 
first place, there will be some cases 
where the estate owner will forego the 
marital deduction completely or will 
take it only in part.* In those cases 
it should make little difference whether 
the life insurance proceeds qualify for 


‘Joseph Trachtman, “Estate Planning” 
edition), pages 26 to 31. 
At. yoty f viledy g's 
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the marital deduction or not. In othe 
cases, where the full marital deduction 
is desired, it may be entirely possible 
for the executor to use assets other than 
life insurance to obtain the deduction, 
In such instances, the option designated 
by the insured for proceeds not with. 
drawn should designate contingent 
beneficiaries to take the commuted re. 
mainder after the death of the wife 
in order to keep such remainder out 
of her taxable estate. 


In Community Property States 


In community property states where 
the insurance is deemed to be owned 
14 by the husband and 1% by the wife, 
and where premiums paid from com. 
munity funds are deemed to be paid 
likewise, the Federal estate tax will be 
paid on 4 of the proceeds, regardless 
of who the beneficiary may be. This 
differs from separate property states 
where all the proceeds may be estate 
tax free by use of the marital deduction. 


Under the suggested settlement agree- 
ment, subsequent taxation of the insur- 
ance proceeds in a community prop- 
erty state will depend to an extent on 
property laws of the particular state, 
In Texas, for example, 1 of the pro 
ceeds will be taxed at the husband’s 
death and only the other 1% (or the 
commuted remainder of the other 14) 
will be taxed at the subsequent death 
of the wife, regardless of whether the 
executor draws down the entire pro- 
ceeds, or only a part, or none at all. 
This results in only 100% taxation of 
community life insurance as opposed 
to 150% taxation when payable out- 
right to the wife. 


It is believed that in most, if not all, 
of the other community property states 
the same results would be reached, al- 
though it might be necessary to word 
the settlement agreement somewhat dif- 
ferently to bring about this result. 


A survey of the leading life insurance 
companies in the country was conducted 
by the writer some months ago, request: 
ing their reaction to a settlement agree- 
ment of the type outlined above, inso- 
far as it applied to insurance policies 
issued on the lives of Texas estate own- 
ers. A few of the companies had, of 
course, been agreeable to a settlement 
option of this type for a number of 
years. Among those companies that had 
not previously agreed to this settlement 
option and saw some original objec 
tions, the following were those most fre- 
quently cited: 
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"ATES 


1. “It would subject the life. insur- 
ance proceeds to debts of the estate as 
against payment to a beneficiary free 
of all creditor’s claims.” This objection 
js perhaps more apparent than real. As 
a practical matter, an enormous amount 
of life insurance is written each year 
for the specific purpose of meeting 
creditor’s claims and paying taxes and 
other obligations requiring cash funds. 
The so-called “clean-up” fund is an 
element of every insurance program, no 
matter how small the estate. If insur- 
ance is in fact to be used or be avail- 
able to pay the debts of the estate, the 
question as to whether the proceeds are 
subject to creditors’ claims seems to be 
purely academic. 


2. “It will increase inheritance taxes.” 
This objection is probably well taken, 
to the extent that inheritance taxes may 
be slightly higher with the insurance 
available to an estate than it would be 
where insurance was payable to a 
named beneficiary, assuming that the 
state of domicile gives an exemption to 
insurance payable to individuals. How- 
ever, this increased tax is a relatively 
minor cost and in fact would not actu- 
ally increase the amount of death taxes 
in those estates where inheritance taxes 
are less than the credit allowed against 
the Federal estate tax for inheritance 
taxes paid. 


3. “It will increase estate costs.” To 


a certain extent, this is a possibility, 
unless the insured and his executor 
reach an agreement as to elimination 
or reduction of additional fees based 
upon collection of life insurance pro- 
ceeds withdrawn under this option. If 
the increased costs would be material, 
it is entirely possible that the executor 
chosen would be perfectly agreeable to 
making an equitable arrangement as to 
fees on this particular asset. 


4. “Corporate executors would act 
against company interest.” This, again, 
is the same objection advanced to the 
life insurance trust-option plan discussed 
above. Perhaps this fear that profes- 
sional trustees will tend to act uniformly 
to the disadvantage of the company is 
not justified. In the first place, there 
should be no more reason for fiduciar- 
ies to act concertedly against insurance 
company interests at any one time, than 
there would be for well advised individ- 
ual beneficiaries so to act. As proof, 
actual insurance company practice may 
be cited. Actuaries certainly do not as- 
sume any factor in their calculations 
which is dependent on ignorance or 
carelessness of beneficiaries in failing 
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to elect advantageous settlement options. 
Secondly, the cash and income needs 
of different estates would undoubtedly 
vary, thus reducing the possibility of 
uniform action. Thirdly, a settlement 
option of this kind resulting from 
thoughtful estate planning would affect 
so little of the vast amount of insurance 
issued by any one company that even 
concerted fiduciary action against the 
company would be of little consequence. 


5. “It will increase administrative 
costs of the insurance company.” On 
the contrary, a settlement option of this 
kind would probably decrease the ad- 
ministrative costs of the insurance com- 
pany. This settlement option would be 
so flexible that far fewer beneficiary 
changes would be required upon estate 
plan review; and after the death of the 
insured the administrative cost is no 
greater than it would be where a natural 
beneficiary had decided to leave pro- 
ceeds at interest for a period of time 
before electing a settlement option. 


After careful consideration of the 
factors involved, a majority of the in- 
surance companies who had not previ- 
ously agreed to offer this option to 
Texas estate owners, consented to do so, 
or at least to give consideration to re- 
quests for such an option on an indi- 
vidual basis. In fact, only nine com- 
panies flatly declined to accept such a 
settlement option. In practice, settle- 
ment agreements finally drafted by each 
company would vary in language to a 
considerable degree from the outline 
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presented above; but in essence the re- 
sults desired would be achieved. 


In summary, insurance companies, as 
a general rule, will not allow a life in- 
surance trustee to elect option settle- 
ments payable either to itself or to a 
designated individual beneficiary — a 
plan admittedly superior to the alterna- 
tives outlined above. However, most of 
the companies have indicated a willing- 
ness to accept the substitute arrange- 
ment which in effect allows an executor 
this privilege, providing the insured 
has designated the setilement op‘ion for 
proceeds not withdrawn in cash. 


As a result, the estate planning group 
may now have available a compromise 
plan for more flexibility in insurance 
settlements. It is at least a forward 
step toward that happy millenium when, 
to quote Mr. Elrod,® “the onerous task 
of choosing between the options and 
the trust might well become the pleasant 
task of combining them to meet the 
client’s needs.” 


"See footnote 1. 
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Council Holds Party 


LirE INSURANCE TRUST COUNCIL OF 
ATLANTA held its annual cocktail party 
at the Piedmont Driving Club on 
August 3. Members of the Lawyers Club 
of Atlanta were invited guests. 
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ALABAMA 


Birmingham — Henry S. Lyman has 
resigned as vice president of BIRMING- 
HAM TRUST NATIONAL BANK to become 
a partner in the investment banking 
firm of Sterne, Agee & Leach. 


CALIFORNIA 


Santa Barbara—Miss Helen F. Seeley 
has been appointed assistant secretary 
of CouUNTY NATIONAL BANK & TrRusT Co. 
For the past few years she has been 
associated with the personal services and 
women’s department. Three years prior 
to joining County National, Miss Seeley 
was with an American-owned trust com- 
pany in Shanghai, as assistant secretary. 


COLORADO 


Colorado Springs—At First NATIONAL 
BANK of Colorado Springs, H. Chase 
Stone has been elected president to suc- 
ceed William I. Howbert, who is now 
chairman of the board; Irving Howbert, 
a director, has been elected vice pres- 
ident. 


FLORIDA 


Miami—Ralph W. Crum became a vice 
president of First NATIONAL BANK of 
Miami, having resigned as vice president 
of NATIONAL STATE BANK, Newark, N. J. 


GEORGIA 


Atlanta—CITIZENS & SOUTHERN Na- 
TIONAL BANK announced the following 
changes: Robert A. Alston, Jr., vice pres- 
ident and trust officer, elected staff vice 
president in charge of merchandising 
services; Harvey Hill, vice president in 
the trust department, advanced to the 
newly created position of vice president 
and assistant general trust officer. Mr. 
Hill becomes administrative assistant to 
L. H. Parris, vice president and general 
trust officer. Both men will be located in 
Atlanta but serve the system throughout 
the state. 


ILLINOIS 


Clinton — JOHN WARNER BANK has 
elected John Warner, III, president to 
succeed the late John Q. Lewis. Raymond 
C. Luttrell is named cashier and Ralph 
C. Parker, assistant cashier. Mr. Warner 
had been cashier and trust officer. 


WANTED 


Married man zbout 40 years of age — 
preferably with family — to do estate 
planning and new business work for 


upstate New York Bank. Position has 
excellent possibilities with a fast grow- 
ing trust department. 


Box H-9-5, TRUSTS and ESTATES 





TRUST PERSONNEL CHANGES 


INDIANA 


Connersville—Theodore G. Harris, who 
has been chairman, is named president 
of FAYETTE BANK & TrRusT Co. to suc- 
ceed the late Alton G. Trusler. Joseph A. 
Brown becomes trust officer. 


MASSACHUSETTS 


Boston—Elden E. Stark has resigned 
as vice president and trust officer of 
Boston SAFE Deposit & TRUST Co. to 
join the firm of Minot, Kendall & Co. 


Worcester — ME- 
CHANICS NATIONAL 
BANK has elected 
Robert B. Gowing 
vice president and 
trust officer, effec- 
tive October 1. He 
is presently 
ing as. treasurer 
and director of the 
investment’ trusts 
directed by Scudder, Stevens & Clark 
and is in charge of the department of 
estate planning at their Boston office. 
Mr. Gowing was graduated from Harvard 
University in 1929 and from Harvard 
Law School in 1932, at which time he 
was admitted to the Massachusetts Bar. 
A graduate of Harvard Business School 
in 1934, he served there for two years 
as an instructor. 


serv- 





ROBERT B. GOWING 


MINNESOTA 


Minneapolis— 
Paul Reyerson has 
been elected vice 
president and 
chairman of the 
trust committee of 
FIRST NATIONAL 
BANK to succeed 
Alfred E. Wilson, 
who for reasons of 
health has request- 
ed that he be relieved of certain re- 
sponsibilities but who continues active 
as a vice president in the trust depart- 
ment and a member of the board. In 1915, 
Mr. Reyerson joined Minneapolis Trust 
Co., which consolidated with the First 
National, and since 1941 has served as a 
vice president and trust officer. He holds 
a law degree from the University of Min- 
nesota. 





PAUL REYERSON 


In a statement to T&E, Mr. Reyerson 
said: “At the time I entered the employ 
of the trust company it seemed to me 
that it would offer a.good opportunity to 
use my legal training. I think it is fair 
to say that my legal training has proved 
to be helpful.” 


MISSISSIPPI 


Vicksburg—Ben T. Fitzhugh was elect- 





ed president of MERCHANTS NATIONAL 
BANK & TRusT Co., succeeding the late 
R. A. Geary. 


NEW JERSEY 


South River—First NATIONAL BANnk 
has elevated Joseph G. Mark from execu. 
tive vice president to president, succeed. 
ing Robert F. Fountain who _ becomes 
chairman of the board. Miss Jessie B. 
DeHart, assistant cashier and assistant 
trust officer, has been made a trust offi. 
cer, and Charles A. Eberwein, assistant 
trust officer. 

NEW YORK 

New York—BANK OF NEW YorK & 
FirTH AVENUE BANK announced ap- 
pointment of Charles J. Svercel and 
Samuel H. Woolley as assistant vice 
presidents in the investment depart- 
ment. 

New York—William D. Carr has been 


elected vice president in development and | 


management of the corporate trust de- 
partment’s business at CHEMICAL BANK 
& Trust Co. Mr. Carr formerly was a 
partner of Beekman & Bogue, attorneys. 

New York—Charles R. Beattie resign- 
ed from the First NATIONAL BANK, after 
23 years with that institution, during 
six of which he was trust officer. 

New York—IRVING TrRusT Co. elected 
Nelson W. Kimball an assistant secretary 
in the Investment Review Division, spe- 
cializing in pension trusts. 

New York—Hen- 
ry C. Von Elm, 
president of MAN- 
UFACTURERS TRUST 
Co., has resigned 
and been elected 
honorary chairman 
of the board; Hor- 
ace C. Flanigan 
has been elected 
president and chief 
executive officer to succeed him. Mr. Von 
Elm, however, will continue as a director 
and member of the executive committee 
and active in bank affairs. He has served 
Manufacturers for over 48 years, in all 
executive capacities. Mr. Flanigan joined 
the bank as vice president and director 
in 1931, and since then has filled the 
position of both vice chairman and chair- 
man of the board of directors. 





HORACE C. FLANIGAN 


The newly created positions of senior 
vice president have been bestowed upon 
Harry C. Kilpatrick, Charles Hill Jones 
and Eugene S. Hooper. All have been 
with the company 18 years or more. 

New York—Donald R. Hassell, former 
Journal-American financial writer, joined 
the HANOVER BANK as public relations 
and advertising representative. 
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Schenectady—A. L. Reid, vice pres- 
jdent and trust officer, has been elected 
president of MOHAWK NATIONAL BANK 
to succeed the late George Gifford. 
Vroman S. Borst was named vice pres- 
ident and trust officer. 


NorRTH CAROLINA 


Fayetteville—George D. Vick has been 
appointed trust officer of First-CITIZENS 
BaNK & TrusT Co. He was previously a 
trust officer of the Raleigh bank of the 
same name, and prior to joining the 
Fayetteville bank was trust officer of 
the First National Bank of Miami. 


OHIO 


Lima & Zanesville—NATIONAL BANK 
or LIMA elected John M. Dunnick vice 
president and trust officer to succeed 
Harold B. Black, recently resigned to 
accept another position in Texas (see 
Houston). Mr. Dunnick is a graduate of 
the Graduate School of Banking as a 
trust major, and previously was vice 
president and trust officer of the First 
Trust & SAVINGS BANK, Zanesville. 


OREGON 


Hillsboro—Ralph H. Shumm, until re- 
cently business manager of Pacific Uni- 
versity, has been made trust officer of 
COMMERCIAL NATIONAL BANK where he 
takes charge of the trust department. 


PENNSYLVANIA 


Pittsburgh—UNION NATIONAL BANK 
promoted the following to assistant trust 
officers: Emerson Stilley, H. Mason Reed 
and George K. Leitch; and made the fol- 
lowing new assistant trust officers: David 
E. Gile and Andrew W. Forsyth, Jr. 
Both the latter are 1949 graduates of the 
University of Pittsburgh Law School. 


SouTtTH DAKOTA 


Sioux Falls—Phil M. Rensvold, Jr., has 
resigned as trust officer of NATIONAL 
BANK OF SOUTH DAKOTA, to become South 
Dakota manager for Minneapolis As- 
sociates, Inc., an investment firm special- 
izing in sale of mutual investment fund 
shares and principal underwriter of Min- 
nesota Fund, Inc. 


TEXAS 


Fort Worth—J. Lee Johnson succeeds 
M. A. Fuller as president of First Na- 
TIONAL BANK, the latter having been 
elected chairman. 


Houston—Harold B. Black has been 
elected assistant vice president and trust 
officer of CiITy NATIONAL BANK. Previous- 
ly vice president and trust officer of 
National Bank of Lima, Ohio, Mr. Black 
is a member of the Ohio and Federal 
Bars and is a graduate of the Graduate 
School of Banking and of Franklin Uni- 
versity Law School. 


McAllen — McALLEN STATE BANK 
named H. L. Sargent executive vice presi- 
dent and also trust officer, and Jerry King 
an assistant trust officer, in its expanding 
operations. 


VIRGINIA 


Lynchburg—Robert C. DeRosset has 
been made a first vice president of FIRST 
NATIONAL BANK. Previously he had been 
associated with SEABOARD CITIZENS Na- 
TIONAL BANK as vice president. 


WASHINGTON 


Tacoma—S. P. Miller, recently retired 
assistant cashier and assistant trust of- 
ficer of NATIONAL BANK OF WASHINGTON, 
is replaced by O. E. Shoemaker in that 
capacity. 


WEST VIRGINIA 


Fairmont—Frank H. Proudfoot has 
been elected assistant cashier and assis- 
tant trust officer of First NATIONAL 
BANK. Since 1947 Mr. Proudfoot has 
been with the Comptroller of the Cur- 
rency. 


CANADA 


Ottawa, Ont.—OTTAWA VALLEY TRUST 
Co. appointed Edwin M. Henry to the 
position of General Manager. Mr. Henry 
is a graduate of the University of Toron- 
to and of Osgoode Hall. He practiced 
law in Sarnia and since has specialized 
in the administration of estates and trusts 
with the Official Guardian at Osgoode 
Hall, and for the past eight years with 
CHARTERED TRUST Co. in Toronto. 
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EDWIN M,. HENRY 
Ottawa Valley Trust Co.’s new General Manager 


NEW TRUST DEPARTMENTS, 
MERGERS and CHANGE OF NAME 


Los Angeles & Ventura, Cal.—Direc- 
tors of UNION NATIONAL BANK have ap- 
proved sale of the bank’s assets and 
transfer of its business to SECURITY- 
First NATIONAL BANK, Los Angeles, 
subject to approval of stockholders on 
September 24. 


Fort Lauderdale, Fla.—First NATION- 
AL BANK opened its Trust Department 
on August 15th under the direction of 
Harold F. Pelham, who was elected vice 
president and trust officer. President C. 
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HAROLD F. PELHAM 


motivated the board of directors to ap- 
ply for trust powers under the Federal 
Reserve Act. 
granted March 15, 1951. 


A trust official widely known in Amer- 
ican Bankers Association for his organ- 
izational work and writings in the trust 
field, Mr. Pelham was for many years 
vice president and associate trust officer , 
of CITIZENS & SOUTHERN NATIONAL - 
Bank of Atlanta, Savannah and Charles:' 
ton, following service with the Firs 
National Bank, Flint, Michigan, and th 
Detroit Trust Co. Since separation fro 
Air Force service after the last war 
Colonel Pelham has been an executiv 
of E. W. Axe & Co., investment coun- 
selors and estate managers, New York 
City. He is a graduate of the University 
of Michigan and member of the Michigan, 
Alabama and Georgia Bar Associations. ‘ 


Alwen Neuharth, executive vice presi-. 
dent, with the bank for some 15 years, 
has been elected assistant trust officer. 





L. Pierce stated 
that the increasing 
interest in proper- 
ty conservation and 
the growing num- 
ber of requests for 
experienced trust 
services for estates, 
by both local and 
winter residents of 
Broward County, 


Kansas City, Mo.—COMMERCE TRUST 
Co. has purchased the assets and assumed 
deposit liabilities of the flood-damaged 
Stock YARDS NATIONAL BANK. Stock- 
holders of the latter institution, which 
has been operating since the flood at 
Commerce Trust, did not think it feasible 
to re-equip the fixtures, vault doors and 
other facilities lost or damaged in the 
flood. 


St. Louis, Mo.—On September fourth, 
MISSISSIPPI VALLEY TRUST Co. and MER- 
CANTILE-COMMERCE BANK & TRUST Co. 
were consolidated to form MERCANTILE 
Trust Co., forming St. Louis’ largest 
bank, with combined assets of over $625 
million, and among the 30 largest banks 
in the United States. Sidney Maestre, 
formerly president of Mississippi Valley 

" Trust, is chairman of the new institu- 
tion; W. L. Hemingway, chairman of the 
executive committee; Gale F. Johnston, 
president. 


Fiduciary powers were 


Other trust executives are: Robert N. 
' Arthur, promoted from secretary of Mer- 
cantile, to vice president; Fred W. Trog- 
don elected assistant trust officer. William 
H. Jaffke was promoted from assistant 
vice president to vice president in the 
real estate department; M. P. Brecken- 
ridge and Robert W. M. Kohlsdorf from 
assistant statisticians to assistant vice 
presidents; Ralph K. Brown elected ad- 
vertising manager. 


} Paterson, N. J.—Shareholders have ap- 

proved merger of the First NATIONAL 
BANK & Trust Co. and the UNITED 
STaTEs Trust Co. under the name of the 
former. Albert J. Baisch, president and 
trust officer of United States Trust, now 
is executive vice president of First Na- 
tional. Andrew De Ritter has been ad- 
vanced to senior vice president of First 
National. 


Philadelphia, Pa.—Subject to approval 
of stockholders and the supervisory 
agency, directors of NORTHEAST NATION- 
AL BANK and THE PENNSYLVANIA Co. 
FOR BANKING & TRUSTS have approved 
merger of the two institutions under the 
name of the latter. This merger is pro- 
posed for the mutual benefit of stock- 
holders and to make possible an expan- 
sion of banking facilities in the northeast 
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section of the city, it was stated by ©, 
J. Birkman, Northeast’s president. 


Philadelphia, Pa. — Stockholders of 
PHILADELPHIA NATIONAL BANK and the 
NINTH BANK & TRUST Co. approved con. 
solidation of the two banks under the 
charter and name of PHILADELPHIA Na- 
TIONAL BANK. J. Wilson Steinmetz, presi- 
dent of Ninth Bank & Trust, will be 
elected a vice president in charge of 
branch offices in the northeast section, 
and the officers and staff of Ninth Bank 
will remain in the employ of Philadel- 
phia National. Frederic A. Potts, presi- 
dent of Philadelphia National, stated 
that present directors of Ninth Bank will 
serve as a local advisory committee. The 
enlarged bank, 19th largest commercial 
bank in the United States, will have com- 
bined capital, surplus and undivided 
profits of over $67 million. 

Pittsburgh, Pa. — PoTTER TITLE & 
Trust Co. has changed its name to Port- 
TER BANK & Trust Co., it was announced 
by President H. R. Hosick. Approval has 
been given by banking authorities and 
stockholders. The bank has had no con- 
nection with insuring titles since 1944, 
and it was felt that the new name more 
accurately reflects the nature of the 
institution’s business. 
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TRUST 
EMPLOYMENT EXCHANGE 


OOOO OODOOOODOOOOOCK > DYOOODOOOK 


Banks seeking trust executives, and 
personnel desiring new opportunities 
are invited to make free use of this 
column, addressing correspondence 
to “T & E,” attention Employment 
Exchange and code number. 


DOOOOYD 


Fast growing, Upstate New York trust 
department wants man of about 40 for 
estate planning and new business work. 
See ad on page 610. 


Trust officer, 43, with law degree and 
15 years in all phases of personal trust 
administration, desires connection in 
south or southwest. 9-1. 


Practicing attorney desires trust com- 
pany position utilizing his specialized ex- 
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Construction of a new building for its University-Westwood branch has been announced 
by Citizens National Trust & Savings Bank, Los Angeles. The front of the new structure 
will be principally glass, with metal louvres on the east and west side windows. The full 
basement, reached by elevator or stairway, will house the Escrow and Trust Departments, 
as well as Safe Deposit facilities. The mezzanine will include an employees’ room, and 





perience in estate and trust administra- 
tion, estate planning, accounting and tax 
matters. 9-2. 

Attorney, 33, with 8 years in trust and 
estate administration, both banking and 
legal, and strong background in estate 
and income taxes, seeks position as trust 
administrator. 9-3. 

Law graduate, with courses in account- 
ing and taxation and a _ post-graduate 
year of research in trust and estate law, 
would like to enter fiduciary work in mid- 
west, preferably Illinois. 8-1. 

Bank in small Illinois town, 50 miles 
from St. Louis, desires trust official with 
experience in administering trusts and 
handling investments. 8-3. 


Largest trust company in the South is 
looking for experienced man of 35-40 
years for its investment division. 8-4. 

Trust department in Southeastern city 
of 70,000 seeks man of 30 years or less, 
with two to four years of trust and/or 
estate administration, some knowledge of 
investment review procedure. Salary 
$4,000, with future. 8-5. 


customers’ cars will have free use of adjacent parking area. 





IN MEMORIAM 


H. C. ROBERTSON, vice president and 
trust officer of First NATIONAL BANK, 
Stillwater, Minn. 


ALTON G. TRUSLER, president and trust 
officer of FAYETTE BANK & TrUST Co., 
Connersville, Ind. 

Louis FRANKLIN STRONBERG, trust offi- 
cer of SECURITY-FIRST NATIONAL BANK, 
Los Angeles. 

JAMES C. HENNEN, trust officer of CEN- 
TRAL Trust Co., Altoona, Pa. 

RALPH E. LEAVITT, vice president and 
trust officer of FEDERAL NATIONAL BANK, 
Shawnee, Okla. 


A A A 


Bank Buys Ball Park 


The Northwestern National Bank of 
Minneapolis has bought the Nicollet 
Baseball Park adjacent to the Lake 
Street office to provide for future needs, 
subject to a lease until 1958. The rapid 
growth of this area inspired this move 
which represents an outlay of around 
$145,000. 








Ancillary Trust Service 

in 
OKLAHOMA 

Roy M. Huff, Vice President and Trust Officer 
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TRUST-BANKING CONVENTIONS 
IN THE OFFING 


Sept. 30-Oct. 3—American Bankers As- 
sociation Annual Convention, Stevens 
Hotel, Chicago. 


Sept. 27—Association of Bank Women, 
Hotel Sheraton, Chicago. 


Sept. 27 to 29—National Association of 
Supervisors of State Banks, Hotel Jef- 
ferson, St. Louis. 


Oct. 17 to 19—American Bankers Asso- 
ciation, Western Regional Trust Con- 
ference, St. Francis Hotel, Los An- 
geles. 


Oct. 26—New York State Bankers Asso- 
ciation Trust Conference, Syracuse 
Hotel, Syracuse. 


Nov. 8-9—American Bankers Associa- 
tion, Mid-Continent Trust Conference, 
Drake Hotel, Chicago. 


Nov. 12-15—Financial Public Relations 
Association, Hollywood Beach Hotel, 
Hollywood, Florida. 

Nov 14-15—New Jersey Bankers Associa- 
tion, Trust & Banking Conference, 
Berkeley-Carteret Hotel, Asbury Park, 
N. J. 

Dec. 7—Pennsylvania Bankers Associa- 


tion, Mid-Winter Trust Conference, 
Penn-Harris Hotel, Harrisburg. 


A 6 & 


$ 4,137,500.00 
Surplus and Undivided Profits - $16,505,482.46 


WILMINGTON 


TRUST COMPANY 
Wilmington, Delaware 


Member Federal Deposit Incurence Corporation 





Estate Effects of 
LOANS AGAINST INSURANCE 


T is not unusual to find a successful 

business or professional man who has 
a large insurance estate but whose other 
assets are almost nominal. This situa- 
tion has resulted in a large increase in 
both insurance trusts and insurance 
loans. The heavily insured man _ has 
sought to attain through the device of 
insurance trusts the same flexibility and 
quality of administration that the own- 
er of real estate and securities has 
achieved through testamentary and liv- 
ing trusts. On the other hand, a man 
whose principal asset is his equities in 
life insurance policies frequently needs 
to use these equities as collateral to raise 
funds. The low ‘rates at which banks 
have been willing to make loans secured 
by life insurance has greatly stimulated 
such loans during the past 15 years. 


When an insurance trust is estab- 
lished, it is generally planned with meti- 
culous attention to all contingencies. On 
the other hand, insurance loans are fre- 
quently made with little thought to the 
consequences to the borrower’s estate 
or insurance trust. Yet by making the 
insurance loan, he creates a complicated 
series of legal relationships that may 
result in a serious distortion of the plan 
he has so carefully worked out for his 
estate. 

In the typical insurance trust the 
trustee is named as beneficiary of the 
policies. Usually a right to change the 
beneficiary is reserved by the insured, 
both in the policies and in the trust 
agreement. When the insured borrows 
on these policies, the almost invariable 
practice is for him to assign the policies 
to the lending bank. The position of a 
trustee under an insurance trust with 
respect to an insurance loan is the same 
in all respects as the position of any 
other beneficiary. 


Based on an address before Ohio Fiduciaries 
Research Association. 
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JOSEPH A. SEGAL, Esq. 


Paxton & Seasongood, Cincinnati 


Beneficiary or Assignee? 


The relative position of a beneficiary 

an insurance policy and an assignee 
somewhat anomalous. Under the terms 
of the policy the proceeds are payable 
by the insurance company to the benefi- 
ciary. The policy normally provides that 
the beneficiary can only be changed by 
the method provided in the policy. Yet, 
by assigning the policy as collateral, and 
without making any change in the bene- 
ficiary designation, the insured in effect 
makes the proceeds payable to the as- 
signee, at least to the extent of his in- 
debtedness. It is well settled today that 
the effect of the assignment is merely 
to impose a lien upon the policy, and 
that the rights of the beneficiary to the 
policies over and above the lien are not 
impaired. This is the case whether the 
assignment is in collateral or absolute 
form. 


Following the view that an assignment 
is in effect a change of beneficiary, 
courts in at least three states have 
reached the conclusion that since the 
assignment was not made in accordance 
with the provisions of the policy relating 
to change of beneficiary, it was of no 
effect unless the beneficiary consented 
to the assignment, even though the right 
to change the beneficiary was reserved. 
In most other states the courts have 
held that where the right to change the 
beneficiary is reserved, the insured may 
make a valid assignment without the 
consent of the beneficiary. In a number 
of states, including Ohio, there are no 
decisions squarely in point, although it 
is generally believed that Ohio would 
follow the majority rule. 


Because of this uncertainty, it is the 
practice of most financial institutions to 
require that the beneficiary either join 
in the assignment, or more generally 
that the beneficiary be changed to the 


insured’s estate before the assignment 
and then to permit the borrower to re- 
designate the former beneficiary sub- 
ject to the assignment. In recent years, 
some insurance companies have _pro- 
vided in their policies that the insured 
may assign the policy without the con- 
sent of the beneficiary and that the in- 
terest of the beneficiary shall be sub- 
ject to an assignment, whether made be- 
fore or after the beneficiary designation. 
In such cases, it is. of course, not neces. 
sary to effect a change of beneficiary 
before the assignment, and a valid as- 
signment can be taken solely on the in- 
sured’s signature. 


Rules as to Insurance Loans 


As far as making an insurance loan 
on policies subject to an insurance trust 
is concerned, the following conclusions 
can be accepted without question: 


A. The assignment of the policy as 
collateral for the loan does not impair 
the designation of the insurance trustee 
as beneficiary, and upon the death of 
the insured, the trustee will receive the 
proceeds of the policy, less any portion 
thereof applied to payment of the obli- 
gation for which it is security. 


B. If the right to change the benefici- 
ary is reserved, it is generally unneces- 
sary for the insurance trustee to take 
any action with respect to the insurance 


loan. If the policy contains express pro- 
visions permitting assignment without 
the beneficiary’s consent. and making the 
beneficiary interests subject to that of 
the assignee, there is no occasion for 


the trustee joining in the assignment. 
Where these provisions are not present, 
the beneficiary should be changed to the 
estate before the policy is assigned and 
thereafter the designation of the trustee 
as beneficiary should be restored subject 
to the assignment. It is manifestly un- 
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desirable for a trust company that is a 
beneficiary of a policy by reason of an 
insurance trust to join in an assignment 
of the policy, particularly where the 
same trust company is making the loan 
and would in effect be assigning the 
policy to itself. 


Source of Repayment 


When the proceeds of the policy be- 
come payable, serious problems may 
arise, best illustrated by a typical case, 
eliminating the complication of an in- 
surance trust, but bearing in mind that 
the position of the trustee is the same 
as any other beneficiary: 

Decedent made a loan from a bank 
secured by an assignment of policy. The 
beneficiary is a son by a former mar- 
riage. The right to change the benefici- 
ary had been reserved, and under the 
terms of the policy it was not necessary 
for the son to join in the assignment and 
he did not do so. At the insured’s death. 
the loan had not been paid. His will left 
his entire estate, which was adequate 
for payment of the loan, to his wife. 
Neither the assignment of the policy 
nor the will provided from which source 
the outstanding loan was to be paid. 

As far as the lending bank is con- 
cerned, it is in the position of any lender 
whose note is secured by collateral. It 
has the election of collecting its note 
either from the estate or from the pro- 
ceeds of the other 
hand, the course of action that the lend- 
ing bank follows will inevitably affect 


insurance. On the 


the relative rights of his widow and son. 

In this situation, the courts have gen- 
erally protected the interest of the bene- 
ficiary under the policy. Where the right 
to change the beneficiary is reserved. 
they have held that although the benefi- 
ciary has only an expectancy or con- 
tingent interest during the life of the 
insured, his interest ripens into a vested 
right upon the insured’s death. From 
this the courts have reasoned that the 


beneficiary of a pledged policy is in 
the same position as if he had deposited 
his own collateral to secure the insured’s 
debt, in which case he would be entitled 
to all the rights of a surety. Among 
these, would be the right to be subro- 
gated to the creditor’s claim against the 
insured or his estate in case the creditor 
paid the debt out of his collateral. He 
would also be entitled to require the 
creditor to resort to other collateral 
pledged by the borrower. By following 
this analogy, the courts have held that 
in the absence of an agreement or in- 
tent to the contrary, the beneficiary of 
a pledged policy whose proceeds have 
been used to pay the insured’s loan may 
recover that amount from the insured’s 
estate. See Katz v. Ohio National Bank, 
127 O.S. 531. 


Exceptions to Rule 


If the rule of the Katz case were an 
invariable one, the rights of the parties 
would be well understood. But in a 
number of recent cases the courts have 
denied the beneficiary the right of sub- 
rogation where from the terms of the 
assignment or the circumstances sur- 
rounding it, the court thought it ap- 
peared that the insured intended that 
the loan should be paid out of the policy. 


Thus, subrogation has been denied 
where the instrument of assignment con- 
tained the common-place provision that 
the lender should apply the proceeds of 
the policy to the loan to the extent ne- 
cessary and should pay over the balance 
to the persons entitled thereto. Kash v. 
Kash, 260 Ky. 508. This was considered 
by the court as indicating the insured’s 
intention that the loan should be paid 
out of the proceeds of the policy. The 
same view has been taken in New York 
in a case where the customary procedure 
of making the beneficiary designations 
subject to the assignment was followed. 
Re Kelley, 251 App. Div. 847. The Ken- 
tucky Court of Appeals has held that 
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the right of subrogation would be de- 
feated by the following provision found 
in many standard forms of assignment: 
“No person interested in such policy 
shall, on account of the application of any 
of the proceeds of such policy on the said 
liabilities secured by the assignment there- 
of, have the right to contribution or reim- 
bursement from any other party or to be 
subrogated to the rights of the bank in any 
other collateral.” Froman v. Froman, 293 
Ky. 1. 
It is reasonable to assume that the Ohio 
courts will follow the rule that if the 
assignment discloses an intention on the 
part of the insured that the loan be 
paid out of the policy proceeds, subro- 
gation will be denied. 


Effects of Rule 


The results of such a rule are, of 
course to reduce the amount payable to 
the beneficiary or to the insurance trust 
and, since the proceeds of the insurance 
loan will generally have been used by 
the insured to purchase investments or 
to refinance other obligations, to en- 
hance his general estate. If the insured 
intended this when he made the loan 
and planned both his insurance and 
general estate, the effect of such a rule 
is perfectly proper. 
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In many cases, however, it is doubtful 
if the insured actually desired the dimin- 
ution of his insurance estate that the 
courts have presumed he had intended 
by reason of more or less standard pro- 
visions in policy assignments. These pro- 
visions are included in assignments pri- 
marily to enable the bank to collect its 
loan in the most expeditious manner, 
without being restricted to any particu- 
lar source of payment. But they are 
being used by the courts as a criterion 
for determining the insured’s intent as 
to the source of payment. 


The obvious solution is for the in- 
sured to state his intent as to the source 
of payment of the loan in unequivocal 
language. If the borrower desires that 
ultimate payment of the loan be borne 
by his general estate, he can simply pro- 
vide in the assignment that if the bank 
collects the loan from the proceeds of 
the policy, the beneficiary is to have 
a right of subrogation against the estate. 
If the insured prefers otherwise, it is 
no problem to include a provision in 
the assignment to that effect. If desired, 
such directions need not be in the as- 
signment itself but would be just as 
effective if in a separate document, or 
even in an informal letter from the bor- 
rower to the lending bank. In either 
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case, the lending bank should see to it 
that the provision is so worded as not 
to detract from its right to enforce pay- 
ment in the first instance from either 
the insurance proceeds or the general 
estate. 


Conflicting Interests of Fiduciary 


Where the bank is not only the lender 
but also the insured’s executor and trus- 
tee under his insurance trust, the situa- 
tion becomes sticky. If the dispositive 
provisions of the will and the insurance 
trust differ, there is an immediate con- 
flict between the bank in its capacities 
as executor and as trustee. As executor 
of the estate, moreover, it may be in a 
position to determine the controversy 
between itself in its two capacities, either 
by paying the loan out of the estate 
funds or by paying it out of the insur- 
ance proceeds and refusing to reimburse 
the insurance trust. If funds are not 
readily available in the estate to pay the 
loan, it may well be to its interest, in its 
capacity as the lending bank, to pay 
the loan quickly from the insurance 
proceeds, thus enhancing the general 
estate at the expense of the insurance 
trust. 

Where there is an express provision 
in the assignment or in some other docu- 
ment, the bank’s position is perfectly 
clear. Likewise, where the assignment 
contains no provisions with regard to 
subrogation or that might otherwise be 
said to disclose the insured’s intent, the 
loan should be paid out of the assets of 
the estate, or if it is paid out of the in- 
surance proceeds, the estate should re- 
imburse the insurance trustee for the 
amount of the proceeds applied to the 
loan. A question may arise, however, 
even where there are no such provisions 
in the assignment, if the rights of the 
beneficiary had been made subject to 
the assignment at the time the loan 
was made, as in Re Kelly, supra. 

On the other hand, if neither the as- 


signment nor other documents contain 
any explicit directions as to the source 
of payment of the loan, and the assign. 
ment contains the customary provisions 
restricting the right of subrogation, the 
position of the bank acting in a dual 
capacity is far from clear. Under the 
present state of the law a bank acting 
in a dual capacity cannot safely decide 
whether the insurance proceeds or the 
general estate should bear payment of 
the loan, and when that situation arises, 
probably the only safe course is for the 
bank to obtain judicial instructions. 
The source from which the loan is 
paid may also have a bearing on ihe 
federal estate tax the insured’s 
estate. If, for example, he has set up his 
insurance trust in such a way that it is 
available for marital deduction, but the 
loan is paid out of the estate and there 
is no right of subrogation, the amount 
of marital deduction would be reduced. 
If there were a right of subrogation, 


on 


and the insurance trustee did not en- 
force it, this would probably amount to 
a disclaimer under Section 812(e) (4) 
(A) of the Internal Revenue Code and 
would likewise reduce the marital de- 
duction. 

Banks can render a valuable service 
to their customers by advising them at 
the time a loan is made of the effect it 
may have on their estate and insurance 
plans. Such advice would frequently 
avoid dissipation of an insurance trust 
and an enhancement of the general es- 
tate that may never have been intended 
by the insured. The situation can be 
taken care of without any sacrifice by 
the bank of any right it requires for its 
security in making an insurance loan. 
Perhaps, too. it would be in order for 
banks to take look at their 
forms of assignment to see if they have 


another 


not, in light of recent decisions, included 
provisions that unnecessary for 
their own protection but create prob- 
lems in the borrower’s estate. 
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‘e VALUATION OF BUSINESS INTERESTS 

long 

, the 

dual 

B., VARIABLE FACTORS AFFECT NORMAL BASIS 

cide 

the SAMUEL A. SAKOL, C.P.A. 

t of Partner, David Himmelblau & Co.; Member of Faculty, Northwestern University 

ises, 

the 

iS. 

n is | CXUPERFICIAL valuation of a_busi- An even greater danger, for our pres- during periods of high or low cost; in 
the ha interest in planning an estate ent purposes, stems from the inter- an unincorporated business, no com- 

ed’s | may result not merely in inadequate or changeability of the words “worth” and _ pensation for owner’s services may have 

» his | excessive provision with respect thereto. “value” in their common usage. When been provided for: unusual or non-re- 

it is | What is far more critical, it may result the accountant uses the term “net worth” curring transactions may be reflected 
the | in no planning whatever. A substantial in the balance sheet, he would like the — therein. Useful as the income statement 

here | undervaluation may make the problem reader to know that it need have no is as a measure of what transactions 

punt | seem too minor to require serious plan- relationship to the “value” of the com- took place, it may not be a criterion of 

ced. | ning; a substantial overvaluation may pany; that the purpose of the balance earning capacity. 

ion, | make it appear that adequate provision — sheet is to show a summary of the as- The necessary perspective then is that 
en- | js so far beyond reach, that nothing will _ sets, liabilities and capital; that the capi- the financial statements are tools to be 

tto | be done. The problem of valuation, tal and liabilities represent the funds used in determining value, rather than 

(4) | therefore, warrants greatest attention. made available by owners and creditors being determinative thereof. The price 

and It is important to recognize first that and that the assets reflect the property at which a willing buyer would buy 
de- | no standard, unvarying yardsticks ex- acquired with such funds. He would and a willing seller would sell, both 

ist: that the purpose to be served does like the reader to understand that the having knowledge of all the facts, can 

vice | not require one to be an expert in each accountant has not acted as an appraiser be approached only in terms of consid- 

1 at Ttype of business encountered, nor ne- oF evaluator. ering many relevant factors and inquir- 
tit [ cessarily a specialist in financial state- For example, if the last-in. first-out ing into the peculiarities of each indi- 

ince | ments. As a matter of fact a wholesome method is used for inventories. they Vidual situation. The vital effect of some 

ntly skepticism about financial statements may be stated at the price level existing such factors is presented in the series 

rust | can go a long way toward keeping one some years ago, which may be only a of illustrative cases which follow. 

cs out of trouble. Accomplishing a meeting fraction of current price levels: plant 

ded | of minds through the use of the written and equipment reflect costs prevailing Inadequate Salary Charge 

a word is a difficult problem even in the when they were acquired and not cur- Based on then existing investment 

na Maman ons elles ahaa ee 

saa . a eae — » * accompanying table, the $1,120 book 
for |. W hen the accountant certifies that obligation of varying degrees of certain- value for Company A could have been 
; in his opinion “the accompanying bal- ty may exist with respect to past ser- construed to be a reasonably fair meas- 

wee ance sheet presents fairly the financial vice liability. Useful as the balance re of the actual value of the stock. 

rr position of the company” the words — sheet is as a statement of accountabili- Collateral inquiry, however, showed 

me used can well give the erroneous im- _ ties, it may be of no account as a criter- that the business was of the “feast or 

a pression of a representation as to value. ion of current actual value. famine” variety. Its typical cycle was 


And vet the accountant intends to con- 
vey no such connotation, This is even 


more true currently when the innocu- 
ous title “Balance Sheet” is being grad- 
ually replaced by what is considered 
the more meaningful title “Statement of 
Financial Condition.” To begin with, 
ihe accountant would like any reader to 
understand that the Balance Sheet is not 
an exact mathematical conclusion; that 


Similar appreciation is necessary of 
the fact that the income statement is a 
historical summary of operating trans- 
actions which have occurred during a 
stated period of time. The indicated 
earnings may reflect inventory price 
fluctuations as well as operating results; 
charges for depreciation will vary with 
whether the properties were acquired 


made up of extremely profitable years 
and heavy loss years. The five year pe- 
riod under consideration did not en- 
compass a full cycle. Expanding the pe- 
riod to ten years resulted in average 
annual earnings of $80 per share in- 
stead of $100 and average annual divi- 
dends of $36 instead of $60 per share. 


But even more important than the 








it necessarily reflects in varying meas- 
ure the elements of judgment, approxi- 
mations and estimates; that deprecia- 


tion, bad debt provisions and the like 


Net Working 
Y Worth Current Capital 
Shares Value Owned per sh. Ratio per sh. 


2000 $100 33% $1,120 $595 
20000 100 25 118 5- 68 
30000 0 91 - 55 

500 100 700 2- 230 
4000 0 : 36 34 


Balance owned by wife. 


5 yr. avg. 
Earnings 


5 yr. avg. 
Dividends 
per sh. per share 


$100.00 $60.00 
.20 — 

3.75 1.75 

155.00 70.09 

7.00 6.25 


Total Par % 


are not susceptible to unvaryingly ac- 
Curate measurement. 


Based on lecture at Seminar sponsored by Char- 
tered Life Underwriters Association of Chicago. 
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operating cycle was an _ observation 
which showed that the recorded income 
was an improper measure of earning 
capacity. For purely personal reasons, 
two officials were drawing only nominal 
compensation. The aggregate of all off- 
cers’ salaries was under $50,000 per 
year in this complicated manufactur- 
ing and selling organization having a 
volume in excess of $5,000,000. By any 
objective standards, officers’ salary cost 
would have been at least $50,000 greater 
than that reflected in its earnings. This 
was equivalent to $25 per share, reduc- 
ing effective earning capacity by that 
amount. In lieu of an apparent fair 
value of $1,120 per share, therefore, 
valuation of $700 per share was deter- 
mined, 








































Scaling Down Assets 


Financial position was no measure 
of fair value in the case of Company B. 
The company had been in existence for 
over fifty years, but the immediately 
preceding three years had been loss 
years; taking a ten year period, there 
had been 6 loss years and average 
annual loss of $1.50 per share. Even 
the financial position of the company 
was not what general ratios would make 
it appear. Of the working capital, over 
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60% was in inventories, the movement 
of which was abnormally slow for the 
type of business. 

The justifiable scaling down of as- 
sets, the major operating obstacles to 
be overcome in revitalizing the business 
and the time and cost which would be 
incurred in doing so, resulted in a de- 
termination of a fair value of $50 per 
share compared with the book net worth 


of $118. 
Case of Excess Capital 


During its many years of existence 
Company C had experienced the ex- 
tremes of the fluctuating futures of busi- 
ness, without establishing any recogniz- 
able pattern. Of the preceding 10 years, 
all but two had resulted in some net 
profit. Yet within a span of as little 
as two to three years, volume of busi- 
ness had expanded two to three times 
and within an equally short period con- 
tracted to one-half or less. During this 
10 year period it was apparent that the 
company had at all times possessed 
more capital than it was able to employ 
with profit. 

Further inquiry made tenable the 
idea of excluding certain years as being 
abnormally good or bad and the treat- 
ment of the remainder as a typical cycle 
of experience. The retained years con- 
sisted of two excellent years. two poor 
years and three good years. The earn- 
ing capacity thus determined was $3.00 
per share, the value of which was con- 
sidered to be $37.50 per share. It was 
further considered that the excess capi- 


tal, not essential to the production of 
such earnings, was a maximum of $15 
per share, giving a total of $52.50 per 
share. 


Prospective Earning Capacity 


Further inquiry into the financial 
position of Company D disclosed that 
the working capital ratio was low be- 
cause the volume was expanding faster 
than could be financed through the por. 
tion of earnings being retained in the 
business. Plant premises had been con. 
structed to company’s specifications and 
were occupied under lease with option 
to buy at a price substantially less than 
the then current value. The value of 
this option would have been at least 
$400 per share so that net worth, ad- 
justed for this factor, would amount to 
$1,100 per share. A 
profits tax refund claim was pending. 
which if granted, would further increase 
the net worth per share. 


sizeable excess 


Even the stated earnings record was 
found to be an inadequate measure of 
fair value. The first three of the five 
years had been excess profits tax years 
and reflected a heavy excess profits tax 
burden. Exclusion thereof 
crease the annual earnings average 
from $155 per share to $215. Further- 


would _in- 


more the business had been demonstra- 
tably 
war period as a result of certain raw 


retarded during the war and post 


material shortages. 

Projection of growth without abnor- 
mal restrictions indicated an earning 
capacity of at least $300 per share. Con- 
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sideration of the adjusted tangible as- 
sets, the restated earning capacity and 
the market price of related securities 
led to a determination of a fair value 
of $2,500 per share compared with the 
book net worth of $700 per share. A 
completely objective test of this valua- 
tion became available approximately 
one year later when the entire stock of 
the company was disposed of at a price 
equivalent to $2,600 per share. 

















One Man Company 






The earning capacity of Company E 
would have supported a fair valuation 
substantially in excess of the actual 
value of its tangible net assets. The 
company’s fortunes, however, were in- 
separably interwoven with and com- 
pletely dependent upon the stockholder- 
president’s reputation and skill. No ex- 
ecutive assistants had ever been de- 
veloped. 













Without this individual there was no 
company, but merely specific tangible 
assets to be disposed of and realized on 
in dissolution. After allowance for costs 
of liquidation and pending prior year 
income tax deficiencies, a fair value of 
$25 per share was determined. 









Preferred and Common Situation 






Company F had outstanding a $500.- 
000 preferred stock issue of which the 
interested individual held one-half. The 
stock had a par value of $100 per share 
and a cumulative dividend rate of 5%. 
At the pertinent date the common stock 
equity was $160,000; the total net as- 
sets were equivalent to $132 per share 
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Qualified by 82 years 
of experience to act in 
every recognized trust 
and corporate fiduci- 


ary capacity. 
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of preferred stock. Working capital 
alone was $98 per share of preferred. 


Dividends on the preferred had been 
paid in full during each of the preced- 
ing 6 years and there was no accumu- 
lated arrearage as of the valuation date. 
Average earnings for the five preceding 
years were $6.97 per share preferred, 
representing a margin of approximately 
40% in excess of the $5 per share divi- 
dend requirement. 


There appeared to be little doubt 
that the preferred stock was worth its 
$100 par. Curiosity demonstrated, how- 
ever, that two vital factors had not been 
taken into account: the market price of 
preferred stocks and the origin of this 
stock issue. A brief review was made 
of all dividend paying preferred stocks 
traded in on the Chicago Stock Ex- 
change during a then current week. 
This exchange was selected since it 
would include more local and relatively 
smaller companies. In terms of the an- 
nual stated rate of dividend (excluding 
arrearage payments) these stocks had 
an average market price of 15 times the 
dividend rate. This was equivalent to a 
62/3 dividend rate of return. Even 
United States Steel preferred was selling 
at a yield of more than 5%. 


Inquiry into the origin of the pre- 
ferred stock disclosed that it was issued 
somewhat more than 10 years prior and 
originally had a dividend rate of 7%. 
Inadequacy of earnings resulted in its 
being unable to pay the required pre- 
ferred dividends. In order to arrest the 
continued impairment of the company’s 
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financial condition, the dividend rate 
had been reduced to 5%. Since the 
preferred had been outstanding, only 
one dividend had ever been paid on the 
common stock. 

Would a buyer accept a 5% yield on 
this stock by paying par for it? Know- 
ing all the facts and circumstances, the 
original investors required a 7% yield 
to be willing to make the investment. 
At the pertinent valuation date, invest- 
ors were requiring an average yield of 
6 2/3% on listed preferred stocks, pay- 
ing full dividends and having the im- 
portant advantage of marketability. 
Would an investor not require at least 
a 7% yield on the stock in question? 
On this basis a fair valuation of $70 
per share was determined, rather than 
$100. 


Relevant Valuation Factors 


This series of illustrations is, of 
course, not intended to be an exhaustive 
presentation of all the factors which 
may possibly require consideration. 
Their purpose is merely to emphasize 
the need for recognizing the various 
relevant elements such as:— 


Asset values, 
peculiar factors. 


adjusted for significant 


Earnings record, adjusted for significant 
peculiar factors. 
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Nature of business and relative risks 


Whether the company or the surviy. fly 8°45 
therein. 


ing stockholders acquire the _ intereg jactive 
may make important direct differences |the Ye 
as well as have collateral and tax affects, jcome 

Acquisition by the company may serve }ministt 
to relieve a future vulnerability to gy funtil 
“unreasonable accumulation of earn. spring: 
ings” charge. If the situation is suffici. value | 
ently peculiar, acquisition by the com. preced 
pany may raise a question of the “rea.§ be abc 


. eithly . oe sonable business purpose” of suc fyear € 
Premium possibly applicable to majority = 7 jguidation Often Leaves Little for Family nee purp uch ac) 
holding. quisition. share 


tion W 
compr: 
filed ; 
vision 
advers 
decede 


Must the business be liquidated or can 
it continue. 


Future prospects. 

Marketability. 

Price of comparable listed companies. 

Condition of investment market gener- 
ally. 

Discount possibly attributable to minor- 
ity holding. 





The illustrations used did not cover (From booklet “Business as Usual,” published If the program is funded by insur. 
the effect of minority and majority Se ectat san teens & dea Oe eee ance, the corporate payment of premi- 
holdings. It will probably seem strange 628). ums, despite the non-deductibility by 
to have an accountant suggest that per- the corporation, may be more advan. 
haps the whole is greater than the sum 
of its parts. Do the potential risks and 
difficulties in holding a minority inter- 
est mean that one would value a 4 in- 
terest in a $100,000 company at less 
than $25,000? This can be especially 
true when the minority holder is not 
actively engaged in the business. Con- 
versely it is sometimes true that a ma- 
jority interest has an added value for 
the control it carries with it. in addi- 
tion to its pro rata value. Seemingly 
strange results sometimes occur. With 
respect to the same company I have 
seen a minority interest discounted be- 
cause it was a minority interest; within 
a relatively short time the majority in- 
terest was discounted because its size 


was so great as to make disposition ex- 
tremely difficult. A compulsory agreement establishes 


fixed rights and fixed obligations; the 
optional plan can retain flexibility of 
If the business is to be liquidated, action for the seller, the buyer or both. 
the objective of planning must be to On balance, in the specific case, where 
permit an orderly liquidation, over an does the greatest advantage lie? 


tageous than premium payments by in- 
dividuals. The individuals must usually 
first obtain income, which is subjected 
to personal tax, in order to have funds 
with which to pay the premiums. If an 
individual’s obligation to buy is subse. 
quently assumed or carried out by the 
corporation, a problem of constructivepPfese” 
dividend receipt may be created for avoid | 
that individual. If the decedent’s heirs}'e!P" 
the rec 
than th 
that ce 
he sto 


extended period, if necessary. It must 
seek to relieve the pressure for funds 
which forces immediate disposition un- 
der what may be unfavorable condi- 
tions and with unfortunate results. If 
the business is to continue and the es- 
tate or beneficiaries of the decedent 
will retain their interest, there must 
be sufficient funds for taxes and other 
needs to carry out the objective. 


The 
relief | 
tion Oo 


are the named beneficiaries the survivor 
may not be able to include the insur- 
ance proceeds as part of the cost of the 


More frequently, however, the situa- 
tion is one in which it is desired that 
the business continue but that the dece- 
dent’s interest therein be disposed of. ly not 
I should like to mention some of the If the agreement is compulsory and}. ., 
problems which may require considera- 4 Price is stipulated or a formula pro- Jy ps 
tion in connection with buy and sell vided, should disposition during the subjec 


or cross-purchase agreements. life of the parties also be restricted? In wind 
the absence thereof the decedent’s es- 


interest so acquired by him. 





Gnd itself in th ee j|tisks. 
tate may find itself in the position 0 vided 


being taxed on a value higher than that 
Ss iin agreement on the grounds that a gregat 
moment prior to death the decedent aeenti 
might have disposed of his interest with-} ¢ 4. 
out such restriction. 

the de. 





Disposition of Business Interests ‘ 


If the company carries insurance] Qne 
should the proceeds thereof be included fof this 
or excluded in computing the price t0lentire 
be paid for the interest? The treatment]of the 
can well vary with whether only one}may 





group’s interest is covered by the agree fect an, 
ment and insurance or whether the et Jinhere 
tire stock is so covered. also re¢ 


Complete Fiduciary service Even the provision as to the date of}tional 


valuation can be a factor of tremendous /Many 
importance. A short time ago I had}slves 
occasion to carry out the provisions of plant, 
a purchase agreement under which a)other | 


corporation was to buy the holdings|arate | 

upon the death of either of its stock-}comme 

holders. The agreement provided that }separa 

the price was to be book value at 4 separa 

BA os af A | D T we U ST Cc Oo M PA N Y date three months subsequent to thefthe a 
date of death of either stockholder. One there 

LOUISVILLE, KENTUCKY stockholder made the mistake of dying |thoug 


on February 10. Under the agreement, }tttire 


Kentucky's largest bank and trust company book value was thus to be determined fhis ne 
as of May 10. The business was a high: {torpor 
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jy seasonal one and almost totally in- 
active during the first four months of 
the year. It did no work, had no in- 
come but merely incurred heavy ad- 
ministrative and other overhead costs 
yntil the work season began late in the 
spring. As a result, although the book 
value per share had been $350 at the 
preceding year end and would probably 
be about $400 per share at the next 
year end, it was less than $200 per 
share as of May 10. Prolonged litiga- 
tion was avoided by an out of court 
compromise settlement, after a suit was 
filed; but the innocent appearing pro- 
vision which could have been equally 
adverse to the surviving group, cost the 
decedent’s estate a substantial loss. 
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Section 115(g) 







The Revenue Act of 1950 includes a 
relief provision pertinent to the disposi- 
tion of business interests which may 
present new problems. Its purpose is to 
avoid having an estate charged with the 
receipt of an ordinary dividend upon 
the redemption by a corporation of less 
than the entire holdings of the estate in 
that corporation. Redemption of all of 
he stock held by an estate was ordinar- 
ly not subject to the allegation that it 
jas an ordinary dividend. Neither were 
all partial redemptions automatically 
subject thereto, but under certain cir- 
cumstances they presented very real 
risks, Accordingly the 1950 Act pro- 
vided that where the value of the stock 
ismore than 50°% of the decedent’s ag- 
gregate net estate, the ordinary dividend 
assertion will not apply on such amount 
of the stock proceeds as does not exceed 
the death taxes. 


One who is tempted to avail himself 
of this provision and not dispose of his 
entire holdings should be made aware 
of the fact that the portion retained 
may represent a small minority inter- 
est and be subject to all the insecurities 
inherent therein. This provision may 
also require a review of the organiza- 
ite ofjtional form of the business interest. 
ndous|Many individuals have availed them- 

hadjselves of multiple corporations. Each 
ns offplant, each distribution unit or each 
ich ajother phase of a business may be a sep- 
dings }@rate corporation. What is even more 
stock-|common, the individuals may have a 

that }separate real estate corporation and a 
at a|separate operating company. As against 
» thefthe advantages of such segregation 
. Onefthere is now a new disadvantage. 
dying {though an individual’s interest in the 
ment, {titire enterprise may exceed 50% of 
nined fhis net estate, his holdings in any one 
high: {orporation may not meet this test and 
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the benefits of the provision may there- 
fore not be available to him. 


A further tax change, though not re- 
lated to the disposition of the business 
interest, may affect planning with re- 
spect thereto. Since 1921, it had been 
held that non-contractual payments 
made by a corporation to the widow of 
an officer-stockholder, in recognition of 
the services of the deceased, were not 
taxable to the recipient. The corpora- 
tion was nevertheless allowed the deduc- 
tion and frequently one to two years 
salary of the services of the deceased, 
were not taxable to the recipient. The 
corporation was nevertheless allowed 
the deduction and frequently one io two 
years salary could thus be paid tax free 
to the widow. Last year, the Internal 
Revenue Bureau reached the conclusion 
that it had been misinterpreting its own 
regulations and that such payments re- 
ceived on or afier January 1, 1951 will 
be taxable to the widow. 


A A A 


Los Angeles Council Elects 


Life Insurance Trust Council of Los 
Angeles has elected Weymouth L. Mur- 
rell, general agent for the Mutual Bene- 
fit Life Insurance Co. of Newark, as 
president for the ensuing year. C. F. 
Galloway of the Union National Bank, 
Pasadena, has been elected vice presi- 
dent, and George B. Byrnes, C.L.U. of 
the Equitable Life Assurance Society 
of the U. S., secretary-treasurer. Mr. 
Murrell succeeds William R. Spinney, 
trust officer of the Title Insurance and 
Trust Co. 


Forum on Business Interests 


Laurence J. Ackerman, Dean, College 
of Business Administration of Univers- 
ity of Conecticut, will discuss Problems 
In Valuation at the 9th Estate Planners 
Forum of the Solomon Huber Agency, 
Mutual Benefit Life Insurance Co., io 
be held at the Hotel Commodore in New 
York on October 29. Other principal 
speakers at the Forum, devoted this year 
to “Contractual Disposition of Business 
Interests, Effective at Death,” include 
Albert Mannheimer, New York tax law- 
yer, P. Philip Lacovara, legal and asso- 
ciate editor of TRUSTs AND EsTATEs, Dr. 
Edwin H. White, editor of the Advanced 
R & R Underwriting Service, and Mr. 
Huber. Attendance is by invitation. ob- 
tained from the agency at 370 Lexing- 
ton Avenue. 


A A A 


Wisconsin’s Banking School 
in 7th Term 


The University of Wisconsin’s School 
of Banking opened its seventh term on 
August 20th with total enrollment of 
651, of whom 229 are freshmen. With 
a faculty of more than 100 bankers, 
professors and businessmen, the school 
is sponsored by the 16 bankers’ associa- 
tions of the Central States Conference. 
Among the section leaders are John H. 
Shiels, vice president and trust officer 
of the Madison (Wis.) Bank and Trust 
Co., in charge of Law, and Emerson R. 
Lewis, vice president (retired) of the 
First National Bank of Chicago, in 
charge of Trust Department Procedure 
and Practice. 


Estate settlement problems 
Beneficiaries 


Real Estate Holdings 


in Rhode Island? 


Financial Interests 
Estate Creditors 


Call on New England’s oldest trust company for competent, 
cooperative assistance with any fiduciary matter. 
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STATE LEGISLATION 


ALABAMA 


S.B. 107: Provides that divorce oper- 
ates as revocation of that part of will 
of either spouse, executed during cover- 
ture, making provision for such spouse. 


S.B. 288: Provides that all estate 
taxes, including those on insurance, are 
a charge against residue and no contri- 
bution is required unless directed other- 
wise by will. 


CALIFORNIA 


Ch. 197: Amends Inheritance Tax Act 
to permit deduction of executors’ and 
accountants’ fees for extraordinary ser- 
vices in preparation of tax returns and 
adjustment of taxes (formerly limited to 
attorneys’ fees for such matters). 


Ch. 346: Adopts Uniform Photographic 
Copies of Business and Public Records as 
Evidence Act. 


Ch. 462: Eliminates necessity of filing 
personal income tax return where tax 
would be less than one dollar. 


Ch. 501: Facilitates transfer of trust 
business and assets of national bank on 
merger or consolidation of national banks 
or purchase of such bank. 


Ch. 647: Amends Section 771 Probate 
Code to permit executor or administra- 
tor to surrender corporate stock for re- 
demption or conversion by following same 
procedure as prescribed for sale of listed 
securities (designed to enable personal 
representative to take advantage of 
amendment to Federal Internal Revenue 
Code Sec. 115(g)). 


Ch. 845: Amends Inheritance Tax Act 
to limit liability of bank for paying out 
decedent’s money after his death without 
withholding sufficient amount to pay tax, 
to cases where money is paid to executor, 
administrator, heir or legatee after death 
of decedent, or to any other person such 
as surviving joint tenant after actual 
notice of death; penalty limited to 
amount lost to state solely by reason of 
such payment. 


Ch. 1423: Clarifies Section 1 of Prin- 
cipal and Income Act relating to treat- 
ment of stock dividends. 

Ch. 1448: Declares that no transfer 
made more than three years prior to 
death shall be deemed in contemplation 
thereof for inheritance tax purposes. 

Ch. 1463: Adopts common law rule 
against perpetuities and restraints on 
alienation and provides that period of 
time during which an interest is de- 
structible shall not be included in cal- 
culating period. 

Ch. 1604: Amends Section 902 Probate 
Code to authorize executors and admin- 
istrators to employ tax counsel, auditors 
and accountants. (see Ch. 197.) 
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Ch. 1700: Extends provisions for dis- 
position of community property and 
homestead upon divorce to judicial 
separation. 


CONNECTICUT 


Act 152: Makes technical changes in 
Section 6834 relating to financial reports 
by Probate Judges. 


Act 244: Provides that where it ap- 
pears that legatee, distributee or bene- 
ficiary not residing within territorial 
limits of United States or its possessions 
would not have benefit, use or control of 
property, Probate Court may order pay- 
ment to State Treasurer. 


Act 344: Repeals Section 7045 relating 
to stock dividends and rights accruing 
to principal of trust created on or be- 
fore July 1, 1939 (to eliminate conflict 
with Section 6902). 


Act 372: Allows surviving spouse for 
whom no provision has been made by 
will to elect whether he or she will take 
statutory share (Section 598 (a) former- 
ly mentioned only case where provision 
did exist in will); notice to take share 
must be filed in Probate Court within two 
months after expiration of time for filing 
claims. 


HAWAII 


Act 149: Removes limitation on certain 
trust investments under stated conditions. 


Act 167: Provides for same compensa- 
tion for ordinary services by attorney as 
is provided for executors and admin- 
istrators and for such further compen- 
sation for extraordinary services as court 
deems just. 

Act 270: Provides for revocation of 
will executed before marriage and legal 
adoption (as well as birth) of child un- 
less provision is made in will for such 
contingency. 


Act 306: Amends statute of descent to 
provide for distribution of entire estate 
to brothers and sisters where decedent 
lonvwes no widow, parent or issue. 


ILLINOIS 


H1.B. 668: Eliminates value of timber 
and realty improvements in computing 
amount of bond for guardian or con- 
servator. ; 

H.B. 558: Provides that vesting of any 
limitation on property however created 
shall not be regarded as deferred for 
purposes of rule against perpetuities be- 
cause limitation is to estate of person 
or to personal representative or to trus- 
tee under will or to take effect on probate 
of will. 


H.B. 976: Amends notice provisions 
concerning sale of real property to sub- 


stitute words “right to elect to take 
dower” for words “inchoate dower right” 
in referring to spouse’s interest which 
can be barred without notice. 


H.B. 1177: Authorizes transfer of se. 
curities registered in joint names with 
right of survivorship to surviving tenant 
without inquiry as to existence of will or 
right of survivor to receive property. 


INDIANA 


Ch. 211: Purports to permit credit 
unions to invest in participating interests 
in common trust fund maintained by 
bank or trust company under Federal 
Revenue Act of 1936. 


MAINE 


Ch. 81: Amends adoption statute to 
provide that adopted person shall stand 
in regard to lineal descendants of his 
adopters in same position as if born to 
them in lawful wedlock. 


Ch. 136: Provides for deposit of cash 
or bearer bonds with state treasurer not 
in excess of highest possible inheritance 
tax where at final due date it is impos. 
sible to determine actual tax. 


NEW HAMPSHIRE 


Ch. 67: Provides that in calculating 
inheritance tax there shall be deducted 
five per cent of the value of personal 
property and of realty sold to pay debts, 
as an allowance on account of services by 
the personal representative, but no other 
debts or expenses not allowed by the 
Probate Court shall be deducted; this is 
not to be construed as limiting or de 
termining the amount which the court 
may allow for personal services. 

Ch. 78: Clarifies Married Women’s 
statute in relation to release of rights of 
dower and homestead in mortgages. 

Ch. 88: Amends practice respecting 
notice by administrators to parties in 
pending actions. 


MONTANA 


Uniform Simultaneous Death Act has 
been adopted. 


PENNSYLVANIA 


Act 270: Authorizes non-profit cem- 
etery corporations to merge gifts of 
funds for maintenance of lots in omni- 
bus investment fund. 


Act 340: Adopts modified prudent man 
rule to permit investment in common 
stocks meeting certain conditions, up to 
one-third of market value of estate. 

Act 298: Requires foreign fiduciary, 
upon exercise of any power such as sale 
of real estate, to probate will in Penn- 
sylvania rather than, as at present, mere- 
ly filing exemplification of domiciliary 
probate proceedings. 

Act 263: Adopts Orphans Court Act, 
recodifying existing law in the main. 
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Act 303: Enables tenant by entireties 
to convey alone to the other without lat- 
ter joining in deed. 





Act 338: Provides for apportionment 
of estate taxes . 


VERMONT 


S.B. 45: Amends Sections 3094 et seq. 
relating to probate appeal bonds. 


S.B. 54: Amends Section 1055 pro- 
viding for inheritance taxation of trans- 
fers by deed or gift intended to take ef- 
fect at death of donor, at same rates as 
if property were passed by will or laws 
of descent, except that property held by 
husband and wife passing to the other 
on the death of one shall not be subject 
to taxation. 


WASHINGTON 


Ch. 226: Permits execution on income 
of spendthrift trust for payment for 
necessities of life of beneficiary or for 
support of child under 18 ordered by 
court; permits vested remainder upon 
expiration to be subjected to execution 
for debts of remainderman; repeals Uni- 
form Trustee’s Accounting Act and sub- 
stitutes new procedure. 


WISCONSIN 
Ch. 579: Permits fiduciary, with ap- 
proval of court, to retain and pay 
premiums on annuities, endowment pol- 
icies, life insurance policies, and accident 
and health policies benefiting beneficiary 
or ward or their dependents. 


Ch. 639: Permits extension of time for 
fling claims against estate to any time 
prior to approval of final account instead 
of 60 days after expiration of original 
period for filing. 


Fourth Tax Institute at 


Southern California 


The Fourth Annual Institute on Fed- 
eral Taxation, sponsored by the Uni- 
versity of Southern California School 
of Law, will be held October 17, 18, and 
19. This year the Institute will present 
25 speakers of outstanding reputation 
on such subjects as Income Tax Prob- 
lems Relating to Non-Business and Bus- 
iness Life Insurance, Taxation of Char- 
itable Organizations Under the Revenue 
Act of 1950, Deductibility of Attorneys’ 
and Accountants’ Fees, Income Tax Prob- 
lems of a Corporation Doing Business 
Abroad, The Effect of a Stock Redemp- 
tion on Earnings and Profits, A Tax Ad- 
viser’s Evaluation of Legal and Prac- 
tical Factors in Reaching Decisions Dur- 
ing A Fraud Investigation, Prorating 
Federal Taxes, Redemption of Stock 
Owned By Estates of Decedents for Pay- 
ment of Death Taxes, Dangerous Capital- 
izations, Private Annuities, Tax Prob- 
lems Arising Out of Gifts to Minors, 
Farmers’ Tax Problems, The New Ex- 
cess Profits Tax Law. 

The program will also include Thomas 
J. Lynch, General Counsel for the Treas- 
ury Department, speaking on “Tax Legis- 
lation Pending before Congress and the 
Revenue Act of 1951;” Louis Eisenstein, 
well known tax authority speaking on 
“The Responsibilities of the Tax Bar in 
Formulating Tax Policy,” and René A. 
Wormser, dean of American estate plan- 
ners, speaking on “Impact of Inflation 
on Estate Planning.” 


Further information relating to the 
Institute may be obtained from Direc- 
tor John W. Ervin at the School of 
Law, University of Southern California, 
3660 University Ave., Los Angeles 7. 
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“BUSINESS AS USUAL” 


Solutions to business continuation and 
estate problems of sole proprietors, part- 
ners and stockholders of close corpora- 
tions are outlined in “Business As Usual 
—or Yours Today, Whose Tomorrow”?”, 
a 32-page booklet by Harold O. Love, of 
Love, Snyder & Lewis, Detroit law firm. 
Evaluation of a business interest, meth- 
ods of paying the purchase price and 
various types of buy and sell agreements 
are discussed, as are the payment of the 
purchase price, special arrangements 
where life insurance is employed to fund 
the plan, and collateral benefits of buy 
and sell agreements. 


Mr. Love’s review of “Corporate Pur- 
chase of Decedent’s Stock” is of particu- 
lar interest. In the light of the new Sec- 
tion 115 (g) (3) of the Internal Revenue 
Code, which provides some tax relief 
where the corporation buys part of the 
stock of a deceased stockholder. A special 
chart shows the comparative cost of pay- 
ing for a business interest out of earn- 
ings. Other charts show values and costs 
of an ordinary life policy at various ages 
and how the cash value of a life policy 
aids in buying out a business interest 
when the owner retires. 


“Business As Usual” is published by 
Charles D. Spencer & Associates, Inc., 
166 West Jackson Boulevard, Chicago 4, 
Ill. Single copies cost $1. 


Jeman 
GALLERIES 


160 East 56thSt.NX22 


CENTRALLY LOCATED IN 
THE ANTIQUE DISTRICT. 


Specializing in the sale of 
PERSONAL PROPERTY 
AT PUBLIC AUCTION 


Entire Estate Furnishings 
or Residuary Effects 


At the Galleries or in the home. 


We are equipped to handle sales 
of any scope in our spacious 


MAIN and SECONDARY GALLERIES 


OUR REPUTATION FOR PROMPT 
AND ACCURATE ACCOUNTING 
can be vouched for by the numerous 
Banks, Trust Companies, Law Firms 
and Individuals for whom we have 
produced satisfactory results. 


Consultations involve no obligations. 


WILLIAM J. COLEMAN 
GEORGE J. ROEDIG 
RICHARD ELLETT 


Auctioneers and Appraisers 











CURRENT LITERATURE NOTES 


Books 


Investment Analysis and Manage- 
ment 
LESTER V. PLUM and JOSEPH H. HUMPH- 


REY, JR. Richard D. Irwin, Inc., Chicago 16, 
Ill. 641 pp. $7.35. 


This volume covers the entire field of 
investment finance from the professional 
viewpoint and, while its study by a be- 
ginner would be rewarding, the reader 
with a basic knowledge of investment 
fundamentals would find it more so. Both 
authors are experienced managers of 
capital funds in Wall Street and devote 
especial attention to the study of sources 
of information, analysis of securities and 
specialized analysis techniques, and to 
timing in relation to business cycles and 
stock prices. A chapter on investment 
trusts and mutual funds by Edward J. 
Hanlon concludes the text, followed by 
appendixes covering life insurance, an- 
nuities and financial mathematics. The 
authors have made available, in under- 
standable style, much material which the 
individual owner of capital seldom con- 
siders when contemplating a market com- 
mitment. 


Investments 


T. J. HERBERT and others. American Institute 
of Banking, New York 16, 662 pp. $4.50. 


This textbook for bank employees gives 
a broad general treatment especially 
adapted for their needs. Mr. Herbert 
until recently was a trust investment 
officer. Following discussion of invest- 
ment analysis, the various classifications 
of investment groups are viewed and 
special problems studied. One chapter is 
devoted to policies and procedures as a 
fiduciary and explains the duties of the 
Trust Investment Committee and the 
operation of Common Trust Funds. In 
addition to the well-arranged text ma- 
terial, review questions and assignments 
are listed, together with a diversified 
list of suggested supplemental reading 
and a glossary of investment terms. 


Economics of Investing—Investing at 
a Profit 


JACOB O. KAMM. American Book Co., New 
York 3. 536 pp. $6.00. 


The author’s experience as_ teacher 
and financial consultant has equipped him 
to present to the would-be investor lay- 
man the fundamentals for formulating 
a personal program. The various types 
of investment media are described, to- 
gether with the elements of analysis, 
the functions of underwriters and broker- 
age firms, and the technical aspects of 
stock and bond trading. Government reg- 
ulation of the security markets is also 
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discussed, as well as formula plan tech- 
niques of investing. Mr. Kamm points out 
the importance of Government fiscal 
policy, legislative action, and Federal 
Reserve influence upon investment suc- 
cess. Charts and tables are effectively 
used to point up the text and review 
questions supplement the chapter ma- 
terial. The book contains a wealth of 
pertinent information for the investment 
novice, simply and clearly presented. 


Fraud under Federal Tax Law 


HARRY G. BALTER. Commerce Clearing 
House, Inc., Chicago & New York. 330 pp. 
$6.00. 


Beginning with a clear discussion of 
“Tax Evasion Versus Tax Avoidance,” 
the author, a specialist in federal prac- 
tice and taxation for almost 25 years, 
then follows with: compromise procedure 
in processing a tax fraud case; civil pen- 
alties; and jurisdictional considerations 
in choosing a forum to contest proposed 
deficiency assessments, including typical 
problems likely to be met in the trial of 
a civil fraud case in the Tax Court. He 
continues with an explanation of criminal 
penalties; voluntary disclosures; and 
production of books and records. He con- 
cludes with three significant chapters 
dealing with special problems involved 
in the trial of a criminal tax evasion 
case. 


This comprehensive book includes anno- 
tations and collateral source material. 


ARTICLE 


Tax Consequences of Pension Trusts 
and Employer Purchased Annuities 

H. SCOTT GOODFELLOW. California Law 

Review, June 1951. 

This comprehensive discussion deals 
with tax consequences to the employee or 
beneficiary. Pension benefits lead to 
three fundamental income tax results: 
(1) if the plan is qualified, taxation will 
be deferred until receipt of distribution; 
(2) if the plan is nonqualified, taxation 


Copyright 1951 Cartoons-of-the-Month 


“Naturally I expect a scolding now and 
then, Edith, but I wish you wouldn’t take 
your lectures quite so seriously!” 





is deferred only until receipt if the ep. 
ployee’s rights are forfeitable at tin. 
employer’s contributions are made (rule 
1 and 2 are subject to four exception 
which are noted); (3) amounts receive 
will be treated as ordinary income except 
for application of long-term capital gain 
rates to amounts received from a qual. 
ified trust if all distributions are mak 
within one year after termination of em. 
ploymert (author cites this as anothe 
instance. of inequitable distinction be 
tween t: usteed and nontrusteed plans). 


The }ife insurance beneficiary faces 
the dans;er of double taxation because of 
taxatior: of pension benefits as part of 
the deceased employee’s estate and later 
as part of his own gross income. The 
significant estate and gift tax conse 
quences are that taxation is precluded 
for noninsurance death benefits, unles; 
the employee’s rights are nonforfeitable 
at his death (for estate taxation) or are 
nonforfeitable at the time he establishes 
the death benefits (for gift taxation). 


OTHER ARTICLES 


Exclusion Provision of Gift Tax Law 
Needs Amending, by Armand Drexler: 
Taxes, Sept. (214 N. Michigan Ave., Chi- 
cago; 50¢) 

The Powers of Appointment Act, by 
Abraham S. Guterman: Tavzes, Aug. 

Sale, or Gift, and Lease-Back Trans. 
actions, by William L. Cary, /bid. 

Tenancy by Entireties, by Oval A. 
Phipps: Temple Law Quarterly, July 
(35 So. Ninth St., Philadelphia; $1) 

The Family Foundation, by J. K. Las- 
ser & William J. Casey: Dun’s Review, 
Aug. (99 Church St., New York 8; 35¢) 

Income-Tax Treatment of Life Insur- 
ance Proceeds, by William J. Bowe: 
Univ. of Florida Law Review, Summer 
1951 (Gainesville, Fla.; $1.25) 

Lifetime and Testamentary Estate 
Planning—II, by Kenneth L. Black, Jbid. 

Insolvent Decedents’ Estates, by Kurt 
H. Nadelmann: Michigan Law Review, 
June (Ann Arbor; $1) 

How to Use Current Listed Stock Mar- 
ket Prices in Fixing Value of Clos Cor- 
poration Stock, by Willard R. Ginder: 
Journal of Accountancy, Aug. (270 Mad- 
ison Ave., New York; 60¢) 


. A A A 


S¥MPHONY ON TV. — The Chicago Title 
ad Trust Co. will ring up a “first” when 
i éjponsors, this month, the new Chicago 
Sgxiphony Chamber Orchestra in weekly 
@at-hour television broadcasts of pop- 
f-classical music programs. There will 
wo commercials only of three mint- 
Saw each dramatizing local scenes where 
. & T. services aided development. 
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1943, decedent had several conversations 
with taxpayers in which he proposed 
leaving practically his entire estate to 
George, to somewhat equalize financial 
worth of his two children. This arrange- 
ment was agreeable to taxpayers. On 
March 31, 1944, decedent gave attorney 
fnal instructions as to terms of will. 
On following day, attorney brought 





























nN). Ttypewritten document to be executed 
but decedent was too weak to execute 
will, He died April 3rd before will could 
© Lawibe executed. Unexecuted will provided 
exler: bequest of $2,000 to daughter, devise of 
» Chi: Thome to widow, and residue to George. 
In September 1944, taxpayers filed 
*t, by} renunciations with Probate Court of 
Augl their right to any part of decedent’s 
rans] estate. Reason stated was wish to have 
decedent’s intention to leave residue of 
al Al estate to George carried out without 
July} delay. Estate, after payment of debts, 
amounted to about $252,000. Commis- 
Las-| sioner determined that taxpayers each 
view,| made gift to George of approximately 
35¢) | $83,000 and assessed gift tax deficiency. 
nsur-} HELD: Commissioner sustained. Since 
‘owes! title to property had vested in taxpay- 
nmer | ers upon decedent’s death, some act on 
their part was necessary to divest them- 
state selves of such title. Here, act of divesti- 
Ibid! ture was renunciation, and this evi- 
Kurt} denced passage of title to property 
view,| which they had inherited and constituted 
“transfer” within meaning of Federal 
Mar-| gift tax law. Hardenberg v. Comm., 17 
Cor-| T.C. No. 20, Aug. 6, 1951. 
ose Gift to minor in trust constitutes gift 
of present interest. On October 27, 1947, 
taxpayer created irrevocable trust with 
$100, for use and benefit of her grand- 
Title nephew, then four years of age. In 
na fling gift tax return for that year, tax- 
cago payer claimed benefit of $3,000 annual 
ekly exclusion available as to each donee. 
pop- Commissioner determined that gift con- 
will | Stituted gift of future interest not en- 
nin- | titled to exclusion and assessed defici- 
here | *Mcy of $5.39. Taxpayer paid and 
t. brought suit for refund. 
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FEDERAL TAX NOTES 





SAMUEL J. FOOSANER 


HELD: Refund granted; gift was one 
of present interest. “Because of the 
many and varied ways in which gifts 
in trust may be made and carried out. 
there can be no one simple rule to de- 
termine whether a gift in trust is a 
gift of a present or a future interest. 
so it becomes necessary in each case to 
examine the trust provisions and decide 
each case on its own particular facts.” 
In instant case, trust was to terminate 
when beneficiary became 21 years of 
age. In meantime, income and principai 
were to be paid to or applied for bene- 
fit of beneficiary in such amounts as 
local court might approve. Following 
Kieckhefer case, (reported in July is- 
sue), where it was held that such re- 
strictions and contingencies as may have 
existed were due to disabilities always 
associated with minors were imposed by 
law and not by trust instrument, it was 
held that gift was one of present inter- 
est entitled to exclusion. Cannon v. Ro- 
bertson, U.S.D.C., W.D. No. Car., June 
27, 1951. 


Exclusion not allowed where payment 
of income is discretionary with trustee 
and husband. Taxpayer created $4,400 
trust for benefit of infant doughter, 
then 19 days old. Payment of income 
was to be made by “the trustees paying 
and applying, in their sole discretion, so 
much of the income as may by them be 
deemed necessary for the maintenance, 
education and support...... ” of the 
infant beneficiary during her minority, 
and any income not so paid and applied 
was to be accumulated by trustees and 
paid to beneficiary upon her attaining 
majority. In gift tax return filed by 
taxpayer, $1,650 of gift was treated as 
gift of future interest and $2,750 as 
gift of present interest, for which ex- 
clusion was taken. Commissioner deter- 
mined that entire amount was gift of 
future interest and disallowed exclusion. 


HELD: Commissioner sustained. 
Where donee’s enjoyment and use of 
gift are subject to exercise of discre- 
tion of trustee, donee’s interest is future 
interest and statutory exclusion is not 
allowed. Here trustees were given such 
discretion. Further, unlike Kieckhefer 
case (also cited in Cannon case above) 
trust agreement did not extend to bene- 
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ficiary, nor to any one acting for her, 
right to terminate trust. Moreover, 
neither beneficiary nor anyone acting 
for her had right to demand payment 
of income. These facts distinguished 
case from Kieckhefer decision. Russas v. 
Comm., 17 T.C. No. 19, Aug. 6, 1951. 


Annual exclusion not allowable where 
interest in income of trust is incapable 
of valuation. On December 31, 1945, tax- 
payer created trust for benefit of her 
six children, with view to separate trust 
for each child. Trust agreement pro- 
vided that, during lifetime of such child, 
trustees were to pay income to child, 
even though a minor, and, in addition, 
such sum or sums from principal “as 
in the uncontrolled discretion of the 
corporate trustee shall be necessary for 
the education, comfort and support of 
such child, or of the spouse or children 
of such child.” Upon attaining 30 years 
of age, each beneficiary had right to 
withdraw $1,000 from principal each 
year. During 1945, taxpayer made direct 
gifts to children, amounting to $1,350, 
and took exclusions amounting to $12,- 
284.39. In 1946, taxpayer transferred an 
additional $5,000 to each trust, taking 
exclusions of $3,000 each, or a total of 
$18,000. Commissioner allowed $2,350, 
which represented $1,350 direct gifts 
and $1,000 gift to trust of one of bene- 
ficiaries who was 30 years of age at 
time. Commissioner denied exclusions 
completely for year 1946. Commissioner’s 
denial of exclusions was based on theory 
that trustee had uncontrolled discretion 
to invade principal, and_ therefore 
amount of income each beneficiary might 
receive each year could not be valued. 
Hence, gifts constituted gifts of future 
interests. 


HELD: Commissioner sustained. Wil- 
liam Harry Kniep, 9 T.C. 948, aff’d 172 
Fed. (2d) 755, followed. Corpus of each 
trust was entirely exhaustible by the 
trustee in its uncontrolled discretion. 
Therefore, gift of income from trust was 
incapable of valuation, and not subject 
to exclusions. Evans v. Comm., 17 T.C. 
No. 24, Aug. 18, 1951. 


Factors considered in determining 
value of stock for gift tax. In 1945 and 
1946, taxpayer transferred as gifts cer- 
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tain shares of common stock to his 
wife and sons. During those years, vir- 
tually all outstanding stock was owned 
by taxpayer’s family. In gift tax re- 
turns taxpayer valued shares at $25. 
Commissioner determined value at $355 
per share and determined deficiencies 
accordingly. 


HELD: Value of stock was $155 per 
share. In determining fair market value 
of stock on dates in question, Tax Court 
took into consideration following factors: 
Net worth, earnings, dividend-paying 
capacity, corporation’s record of divi- 
dend payments, position of corporation 
in industry of which it was part, indebt- 
edness of corporation, good will, tangible 
assets and net working capital. Other 
factors considered were marketability 
of stock (since corporation was a close 
corporation and stock was unlisted) and 
lack of evidence of any sales close to 
dates of gifts. Morse v. Comm., T.C. 
Memo, June 29, 1951. 



















































ESTATE TAX 


One-half of surrender value of insur- 
ance policies not includible in benefici- 
ary-wife’s estate under community prop- 
erty law. Decedent and husband resided 
in community property state, Washing- 
ton. At time of her death, decedent was 
beneficiary under three insurance poli- 
cies on husband’s life taken out by him 
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during her lifetime. Premiums were 
paid out of community funds of dece- 
dent and husband. Cash surrender value 
of policies at her death amounted to 
$21,284.75. Commissioner included one- 
half of this amount in her estate, and 
assessed deficiency of $1,459.33. 


HELD: No tax was due as no transfer 
took place at her death. Under Washing- 
ton law, wife has interest in everything 
acquired with community funds. Hus- 
band has control of personalty. Under 
terms of policies of insurance, husband 
has right to change beneficiary. While 
he cannot give proceeds to strangers, 
he may, without consent of wife, change 
beneficiary from his wife to his estate. 
This protection against unauthorized 
disposition of wife’s interest in insur- 
ance policy does not make wife’s inter- 
est “property which passed by will or 
by inheritance.” Policies were on life 
of husband and there was no provision 
in Washington law for liquidating any 
interest which wife might have had in 
property. Waechter v. United States, 
U.S.D.C., W.D., Wash., July 9, 1951. 


Valuation of stock in close corporation 
determined from valuation of corpora- 
tion’s assets in light of all relevant 
facters. Decedent died June 27, 1946, 
leaving among assets of estate all out- 
standing shares of stock of a small com- 
pany. Executor valued this stock as of 
date of decedent’s death at $5,583.69. 
Commissioner increased this value to 
$18,735.64. Principal asset of corpora- 
tion was real property. About time of 
decedent’s death, property which was 
subject to mortgage of $15,225 was of- 
fered to prospective buyer for $23,000. 
Buyer rejected offer. Some four months 
later, same prospective buyer entered 
into contract for purchase of property 
for $35,000. Sale was closed in Febru- 
ary, 1947. 


HELD: Stock valued at $6,500. Com- 
missioner considered only sale price, 
ignoring other facts relating to value. 
Court observed that Regulations provide 
that: “If actual or bona fide bid and 
asked prices are not available, then 
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the value is to be arrived g 
in the case of shares of stock 
upon the basis of company’s net worth, 
earning power, dividend paying capa. 
ity, and all other relevant factors hay. 
ing a bearing upon the value of th 
stock.” Commissioner ignored other rele. 
vant factors which Court considered jp. 
portant in arriving at fair market val, 
of stock. Estate of Sobel v. Comm., Tc 
Memo, June 28, 1951. 
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Bank deposits held in active trust fy 
non-resident alien not excludable fron 
estate. Decedent, non-resident alien, die 
intestate in Switzerland on July 12, 1945 
On October 2, 1935, she had create 
trust in New York to hold assets whic 
she had already received and expecte/ 
to receive later, as residuary legatee oj 
her deceased brother, who died resident 
of Illinois. Trust was to terminate upon 
her death and funds remaining were t 
be paid over to her son. Included jr 
corpus of trust was cash in amount o 
$4,534.50 in trust account in a _ bank 
Commissioner determined that _ thi 
amount was includible in her estate 
Estate contended amount was exclud. 
able under Section 863(b) of Code. 


HELD: Amount was _ includible in 
estate. Section 863(b) provides for ex. 
clusion from estate of non-resident 
alien: “Any moneys deposited with any 
person carrying on the banking business 
by or for a non-resident not a citizen of 
the United States who was not engaged 
in business in the United States at th: 
time of his death.” Here, however, cas 
was held in name of trustee for his us 
as trustee. It had not been deposited 
for decedent as income beneficiary of 
trust. Instead it was held in active 
trust. Funds held in active trust for 
benefit of non-resident alien are not 
“monies” deposited by or for him, with- 
in meaning of Section 863(b). Estate 
of Lowenstein v. Comm., 17 T.C. No, 8, 
July 23, 1951. 


INCOME TAX 


Co-executrix obliged to execute joint 
return of decedent to preserve assets of 
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estate. Decedent embarked upon two 
matrimonial ventures without formality 
of any intervening divorce. His will 
named as co-executrices daughter by 
his first wife and person who claimed 
to be his second wife. Daughter request- 
ed citation of other executrix to show 
cause why she should not join in execu- 
tion of income tax returns of decedent 
for 1949 and 1950 in order that estate 
might gain benefits of income splitting 
provisions of Federal tax law. Co-execu- 
trix refused to sign. 
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HELD: Co-executrix directed to sign. 
Refusal to do so was “unreasonable and 
arbitrary.” As matter of law, fact that 
decedent and first wife did not share 
same household did not exclude taxpayer 
from benefits of joint return. Such ex- 
clusion is limited to case where taxpayer 
is legally separated from his spouse 
under judicial decree of divorce or sep- 
arate maintenance. Estate of Floyd, Or- 
phans Court of Delaware County, Pa., 
May 2, 1951. 




















Contributions to pension trust in ex- 
cess of amount required under plan not 
deductible. On December 2, 1943, tax- 
payer entered into profit-sharing trust 
agreement for benefit of its employees, 
admitted to be fifty in number, at time 
when only seventeen or eighteen were 
participants under trust. Trust was ap- 
proved by Treasury Department. Trust 
instrument provided for contributions 
of 15% ' of net profits, as defined there- 
in, but not in excess of 15% of basic 
salary or wages of all eligible partici- 
pants. In 1944, taxpayer contributed 
$9,100.88 to trust, and took deduction 
for same, although 15°. of net profits 
for that year amounted to only $6,046.07. 
Taxpayer contended that excess of 
amount over 15% of net profits was 
deductible as ordinary and necessary 
business expense, under Section 23(a) 
of Code. Commissioner disallowed differ- 
ence. 


HELD: $6,046.07 allowed as deduc- 
tion. Contributions to 
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profit-sharing 


trusts are deductible only under Sec- 
tion 23(p), and in order to be deductible, 
they must be ordinary and necessary 
expenses under Section 23(a). Taxpay- 
er was unable to justify deduction of 
excess over 15% of net profits. Gross- 
Given Mfg. Co. v. Kelin, U.S.D.C., Minn., 
July 7, 1951. 


Deduction for contribution to pension 
trust allowed under qualified plan. For 
many years prior to 1933, taxpayer 
maintained non-contributory annuity 
plan for its employees. Because of ris- 
ing cost, plan was changed to contribu- 
tory one in 1933. Corporation then en- 
tered into contract with life insurance 
company providing for payment of an- 
nuities to employees. During 1942, 1943 
and 1944 taxpayer paid insurance com- 
pany $299,572, $262,074 and $102,809 
respectively and took deduction for these 
amounts for income tax purposes. It 
also took deduction in 1943 of $144,865 
and in 1944 of $146,479 for payments 
made to insurance company to cover 
normal cost of plan arising from ser- 
vices of taxpayer’s employees rendered 
subsequent to December 31, 1932. Com- 
missioner challenged deductions. 

HELD: Valid trust was created; de- 
ductions allowed. Commissioner’s con- 
tention that no trust was created because 
of plan’s provision to effect that em- 
ployees of company could not bring 
suit against insurance company, was not 
sufficient ground to disqualify plan or 
deny deductions. Nor did Commission- 
er’s argument to effect that agreement 
between taxpayer and insurance com- 
pany created merely debtor-creditor re- 
lationship, have any merit insofar as 
taxpayer’s right to deductions was con- 
cerned. South Penn Oil Co. v. Comm., 
17 T.C. No. 6, July 17, 1951. 


Insurance premiums paid on policies 
taken out to secure payment of debt not 
deductible. In 1945, taxpayer, as execu- 
tor and trustee of estate, had claim for 
debt owing to estate. As partial collat- 
eral to secure payment of debt, executor 
carried insurance on debtor’s life. Since 








debtor was not obligated to pay premi- 
ums, taxpayer paid premiums amounting 
to $4,916.25 in 1945. Executor took de- 
duction for this sum on income tax re- 
turn. Commissioner disallowed it. 


HELD: Commissioner sustained. Pre- 
miums were not deductible as business 
expense under Section 23(a) (1) (A) 
since executor-trustee was not engaged 
in conducting business on behalf of ben- 
eficiaries of estate. Nor were premiums 
deductible as non-business expense under 
Section 23(a) (2). Function of insurance 
policies was to serve as instrument in 
collection of asset of estate. Thus cost 
of premiums was expense directly re- 
lated to collection and extinguishment 
of debt. Amount of principal of debt 
which is recovered was not reportable 
as income of estate. Amount expended 
for premiums was akin to capital ex- 
pense and not deductible. Estate.of Hall 
v. Comm., 17 T.C. No. 5, July 17, 1951. 
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Vandenberg Left $830,581 


The late Senator Arthur H. Vanden- 
berg left an estate valued at $830,581, 
according to an inventory recently filed. 
The bulk of this is in real estate, govern- 
ment bonds and bank stocks. Details of 
his will were reported at page 404 of 
the June issue. 
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WHERE THERE'S A WILL 


Percy H. STEWART, former Congress- 
man and Mayor of Plainfield, N. J., estab- 
lished a testamentary trust of $40,000 to 
pay the income to a niece for life, the 
principal thereafter to be divided among 
her issues. To three sisters he gave 
$5,000 each and one-quarter of the income 
of a residuary trust which includes a 
residence to be held for their benefit by 
the executor-trustee, Guaranty Trust Co. 
of New York, all taxes, fire insurance 
premiums, fuel and repair bills and a 
maximum of $1,000 annually for outdoor 
maintenance to be paid out of the in- 
come. The remaining quarter of the in- 
come goes to a granddaughter. Three 
other grandchildren succeed to the in- 
come iriterests of the sisters as they die, 
with the principal ultimately passing to 
great-grandchildren. A power of appoint- 
ment under the will of Mr. Stewart’s 
wife is exercised in favor of their two 
daughters who also receive the residue. 


Faith in Wisconsin was _ strongly 
demonstrated by the inventory of the 
estate of WALTER KASTEN, late president 
of the First Wisconsin National Bank 
of Milwaukee. Of 24 common stocks val- 
ued at $426,371, all but five shares worth 
$118.75 were in Wisconsin corporations 
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or companies that had their roots in that 
state. Except for personal effects and a 
legacy of $5,000, Mr. Kasten’s will placed 
his entire estate in trust with two chil- 
dren and First Wisconsin Trust Co. (af- 
filiate of the bank) to pay Mrs. Kasten 
$5,000 annually until her death or re- 
marriage and the balance to his “issue 
by right of representation.” A son shall 
receive one-half of his share outright at 
age 35 and the other half at 40, whereas 
a daughter’s trust is to continue for life. 
Until the beneficiaries attain 25, the 
trustees are to use their discretion as to 
the amount of income to be applied for 
their education and welfare, the will sug- 
gesting that $200 per month would be 
adequate. 


Charities will eventually receive a sub- 
stantial portion of the more than million 
dollar estate left by Davip WARrRFIELD, 
great character actor of the era before 
motion pictures. In the meanwhile, City 
Bank Farmers Trust Co. of New York, 
executor and trustee, will pay a number 
of annuities including a minimum of 
$45,000 to Mrs. Warfield, $6,000 to a 
sister and $2,400 to a brother. On termin- 
ation of the trusts, $100,000 each will be 
paid to Actors’ Fund of America and a 
home for blind children, and $50,000 each 
to the Catholic, Episcopal and Jewish 
Actors Guilds. The residuary beneficiary 
is the New York Community Trust. 


One of New Jersey’s distinguished law- 
yers, CHARLES R. HARDIN, left the residue 
of his estate, after modest legacies, be- 
quests of personal property and devises 
of real estate, in trust to pay the one- 
tenth of the income to a named individ- 
ual and the balance of the income to 
Mrs. Hardin. Upon their death the entire 
income is to be paid to the four children, 
the trust terminating when there is no 
child under age 23. The principal will 
then be distributed to the surviving chil- 
dren and the next of kin of deceased 


children. Mr. Hardin, who earlier this 
year had as co-trustee of the Black. 
Stevenson Cancer Foundation distributed 
$1,500,000 to two hospitals, named as his 
executors and trustees his son, wife, and 
National Newark and Essex Banking (Co, 
of which he had been a director. 


FREDERICK BLAIR JOHNSON, former 
bursar of Yale University, named The 
Second National Bank of New Haven 
as executor of his will. 
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New York Gets $53 of 
Raskob’s Millions 


New York will receive $53.46 in taxes 
on the $8,986,866 estate left by the noted 
industrialist John J. Raskob. It was de- 
termined that the former General Motors 
and duPont executive and chairman of 
the Democratic National Committee died 
a resident of Maryland. Otherwise the 
New York tax would have been $71,378 
on a taxable estate greatly reduced as 
a result of charitable bequests. 


No provision was made under Mr. 
Raskob’s will for his wife and children 
because “through the years I have ar- 
ranged that they now should be substan- 
tially provided for.” Legacies of $50,000 
each were given to 23 grandchildren. 
Other bequests include $100,000 to the 
individual named as executor; $25,000 
to Mr. Raskob’s secretary; three years 
salary for his cook and butler; $100,000 
for a daughter-in-law. The residue of 
the estate passes to the Raskob Founda- 
tion for Catholic Activities in Baltimore. 
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New Art Auction Galleries 

service for banks, 
insurance companies and estates, and 
an extensive research library, are in- 
cluded in the facilities at the enlarged 
Stack’s Auction Galleries on 46th St., 
New York. Space devoted to public sale 
of paintings, antique furniture, jewelry 
and silver, porcelains, coins, stamps and 
literary properties of estates or indi- 
viduals will seat several hundred per- 
sons, with a staff of well-known con- 
sultants on these and other specialties. 
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RECENT FIDUCIARY DECISIONS 


CLAIMS — Real Estate Converted to 
Personalty and Primarily Liable 
for Debts 


New Mexico—Supreme Court 
Wollard v. Sulier, 232 P. (2d) 991. 


The will provided for payment of just 
debts, a small bequest, made a specific 
devise of a parcel of real estate and then 
gave the residue in trust for the benefit 
of a niece until she became 21 years of 
age, at which time the trust terminated. 
Upon termination of trust specific items 
of real property were to be distributed to 
two nieces and the balance of the estate 
to be sold and the proceeds divided 
equally among four brothers. At the time 
of death of testator the niece was 21, 
so the trust provisions were inoperative. 
The four brothers elected to take the real 
estate in specie instead of having it sold 
and the proceeds distributed. This is a 
declaratory judgment action brought by 
executrix for construction of a will. 


HELD: Where specific devises and be- 
quests are made and the residue devised 
to trustees to be sold and proceeds dis- 
tributed on termination of trust, resid- 
uary real estate is equitably converted 
into personalty and is primary fund for 
payment of debts, expenses and taxes, 
to exclusion of specific legacies. 


DISTRIBUTION — Surviving Tenant 
by Entirety Who  Feloniously 
Killed Other Tenant Takes Title 
Subject to Trust 


Delaware—Court of Chancery 
Colton v. Wade, 80 A. (2d) 923. 


Next of kin of deceased tenant by the 
entirety seek to impress a constructive 
trust on real estate, legal title to which 
had passed to surviving tenant who was 
convicted of feloniously killing her hus- 
band. 


HELD: Defendant took legal title as 
survivor, but will not be permitted by 
equity to profit by her own wrong. Con- 
structive trust is imposed on one-half 
of the profit. 


INVESTMENT POWERS — Law at 
Time of Investment Governs Scope 
of Authority 


Wisconsin—Supreme Court 


Will of Yates: First Wisconsin Trust Company 
v. Pereles, 259 Wis. 263. 


Arthur Yates died in 1930, leaving a 
will, executed in 1928, in which he estab- 
lished a trust. With respect to the in- 
vestment of trust funds it provided as 
follows: 

“The trustee is authorized in its discretion to 


continue the trust estate in the securities in 
which the same may be invested at the time of 
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my death, but upon the sale of any such securi- 
ties or in case any of them shall be paid when 
due, in reinvesting the proceeds the investment 
shall be made only in securities authorized by 
the laws of the state of Wisconsin for the in- 
vestment of trust funds.’’ 


The laws of Wisconsin relating to the 
investment of trust funds were liberal- 
ized to some extent between the date of 
execution of decedent’s will and his death. 
They have been liberalized further since 
decedent’s death. The trust company peti- 
tioned for a construction of the invest- 
ment provision to determine whether the 
laws governing investments were the 
laws existing at the time of the execution 
of the will, or at testator’s death, or at 
the time of investment. The lower court 
held that the laws at the time of invest- 
ment were to govern. 


HELD: Affirmed. Decedent’s will con- 
tained no words of limitation restricting 
investments to the law as it stood when 
his will was executed or when he died. 
Thus, in accordance with the general 
rule of law on this point, the propriety of 
an investment is determined by the terms 
of the statute at the time the investment 
is made. 


JOINT WILLS — Postponement of 
Vestiture of Title Until Death of 
Surviving Testator Held Invalid 


Tennessee—Court of Appeals ( Middle Section) 
Huffines v. Minchey, 240 S.W. (2d) 259. 


Testator executed a will in 1944, but 
in 1949 he and his wife signed a docu- 
ment purporting to be their joint will 
and purporting to revoke the earlier 
instrument. The new document recited 
that it was the “will of each of us” and 
provided for the payment of the debts, 
funeral expenses and grave markers “of 
each of us.” A_ specific devise of one 
tract of real estate was made, and a 
further provision was made that “after 
the death of each of us all the rest of 
our property to be divided equally be- 
tween both of our heirs this will is not 
to take effect until the death of each of 


us.” An executor was named “to execute 
this our last will.” 


Testator and his wife owned separate 
estates of real and personal property. 
Testator was survived by his wife, and 
both his 1944 will and the 1949 instru- 
ment were offered for probate. The Cir- 
cuit Court sustained the earlier will and 
held that the 1949 will could not be pro- 
bated. 


HELD: Affirmed. Although mutual or 
joint wills are recognized in Tennessee, 
such wills actually are only a plurality 
of individual wills in one instrument. If 
the makers intend that their estates be 
treated separately and if the instrument 
can be treated as the single will of each, 
the joint will may be sustained. 


If, however, the makers treat their 
separate property as a joint fund, gen- 
erally the will may not be probated as 
a joint will or as the separate will of 
either. The instrument does not purport 
to take effect until after the death of 
the survivor, and therefore purports to 
suspend the vestiture of title to a date 
beyond the death of the individual testa- 
tor. Consequently the administration of 
the estate of the testator first dying 
would have to be suspended until the 
death of the second, and this is not per- 
mitted by the law. 

In the instant case, testator clearly 
did not intend for the 1949 will to be 
probated until after his wife’s death. 
The document could not become operative 
upon his own death. Consequently it may 
not be probated, and the earlier will is 
still in force. 


LIFE TENANT & REMAINDERMAN — 
Capital Gain Dividend on Invest- 
ment Company Shares Allocated to 
Income 


Pennsylvania—Orphans’ Court, Luzerne Co. 
Re Estate of Rebecca Lovett, Sept. 1951. 


The substituted testamentary trustee 
filed an exception to the account of the 
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deceased trustee which showed that cer- 
tain capital gain dividends declared on 
shares of an investment company, Well- 
ington Fund, Inc., had been distributed 
to the life beneficiary. No question was 
raised as to the propriety of the prede- 
cessor trustee’s action in investing in 
such shares. 

HELD: The dividends were properly 
allocated to income. While the investment 
company is required if it elects classifica- 
tion for tax purposes under Sections 361 
and 362 of the Internal Revenue Code, 
to advise its stockholders of the propor- 
tion of the total dividend derived from 
long-term capital gains, such identifi- 
cation does not govern the allocation 
thereof between life tenant and remain- 
derman. Estate of Byrne, 81 N. Y. S. 
(2d) 23, concisely decides the question as 
follows: 

“The buying and selling of securities 
is the operating procedure of investment 
companies and the profits derived from 
such activities when distributed to stock- 
holders in the form of dividends are in- 
come and not principal.” 

—Staff Digest 


REVOCATION — Penciled Notations 
on Will Insufficient to Revoke Will 


New Jersey—County Court, Probate Division 
In re Danielly’s Estate, 81 A (2d) 519. 


Upon decedent’s death, her will was 
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found in her safe with following notation 
on book: 


“No Good” 
“New Will to be written” 
“Do not use. 

Anna L. Donnelly” 


Several paragraphs of will had been 
crossed out in pencil and portions of 
other paragraphs had been marked out 
also by pencil. Upon being presented for 
probate, question arose whether above 
notation was sufficient to revoke will. 


HELD: Will admitted to probate with 
cancelled portions omitted. Notation on 
back of will was not sufficient to revoke 
it. 

It is essential to revocation of a will 
that testator intended to revoke it. Here, 
it is true that language of notation clear- 
ly indicated that testatrix intended to 
revoke will. However, under Statute R.S. 
3:2-4 N.J.S.A., intention unaccompanied 
by one or more of enumerated acts is 
insufficient to effect revocation. Court 
observed that: “Where a will has been 
executed with all the legal formalities, 
it can be revoked only by burning, can- 
celling, tearing or obliterating it by the 
testator, or by his direction, or by a 
writing executed with the same formal- 
ities as the will itself.” 


With respect to question regarding 
effect of pencil markings obliterating cer- 
tain portions of will, Court determined 
that it was testatrix’ intention to cancel 
these portions, and concluded that will 
should be admitted to probate with can- 
celled portions omitted. 


SPOUSE’s RIGHTS — Totten Trusts 
Not Illusory and Widow Not En- 
titled to Share of Same 

New York—Court of Appeals 
Matter of Halpern, 303 N. Y. 33. 

In 1939, the decedent executed a will 
leaving his entire estate to his wife and 
naming her sole executor. In 1946, when 
he and his wife ceased living together, 
decedent opened four savings bank ac- 
counts in his name in trust for his 
infant grandchild. The widow brought 
this discovery proceeding to have the 
savings accounts declared part of her 
husband’s estate. The Bronx County 





Surrogate held that the transfers were 
illusory and the proceeds payable to 
the estate. The Appellate Division mod. 
ified this ruling by holding that only go 
much of the bank accounts should be 
paid into the estate as was necessary 
to give the widow her intestate share of 
all the property left by her husband, 
including the bank accounts, but it 
agreed that the “Totten” trusts consti- 
tuted illusory transfers. 

HELD: (1) The savings bank trusts 
were valid and not illusory. Decedent 
never made any withdrawals and never 
in any way disaffirmed or revoked any 
of the trusts. The Court distinguished 
Krause v. Krause, 285 N. Y. 27 where 
the trust was for a daughter in a foreign 
country from whom the decedent had not 
heard in years and where it was held 
that the transfer was never intended 
to have any real effect. 


(2) Since the infant beneficiary did 
not appeal from the Appellate Division’s 
order, that order is affirmed. The Court 
does not agree, however, with the result 
reached in the Appellate Division that 
the widow is entitled to her intestate 
share of the bank accounts. The courts 
cannot call part of such a trust illusory 
and part valid. It is either totally valid 
or totally invalid. 


TAXATION — Estate & Inheritance — 
Bequest of Income to Wife for Her 
Life or Until Remarriage Entitled 
to Exemption 


New York—cCourt of Appeals 
Matter of Keenan, N.Y.L.J., August 13, 1951. 


The testator died in 1942, leaving 
property valued at $11,619 to his wife 
outright as well as one-half of the in- 
come of a trust of the residue to be paid 
to her until her death or remarriage. In 
the New York Estate Tax proceeding, 
the executor claimed the full $20,000 
exemption allowed to a widow. The Sur- 
rogate of Monroe County fixed the ex- 
emption at $11,619, the value of the 
property which passed outright, holding 
that since the widow’s interest in the 
trust was defeasible by marriage, it was 
impossible to value it. The Appellate 
Division affirmed. 
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HELD: Reversed. The value of the 
widow’s interest in the trust can be 
valued by means of mortality and re- 
marriage tables, which have been in long 
use and have been accepted by the Legis- 
lature and the federal courts. Although 
the present Section 249q of the Tax Law 
grants the exemption only with respect 
to “indefeasibly vested” interests, the 
former Section 249q, which was in effect 
in 1942, did not have this limitation. 


TAXATION — Estate & Inheritance — 
Taxes Paid from Residuary Estate 
Where So Directed Even as to 
Property Not Passing Under Will 


Delaware—Court of Chancery 
Delaware Trust Co. v. Blackstone, 81 A 
126. 


Will provided “all Federal and State 
estate, inheritance and other succession 
taxes *** shall be paid out of my resid- 
uary estate.” A portion of the testator’s 
estate passed by intestacy, since the will 
did not cover it. The executor requested 
instructions as to whether the succession 
taxes assessed against the non-testa- 
mentary property should be paid from 
the residuary estate. 

HELD: Will is construed to apply to 
non-testamentary, as well as to testa- 
mentary, property. 


(2d) 


TERMINATION — Trust Can Be End- 
ed on Failure of Purpose 


Wisconsin—Supreme Court 


Will of Borchert: Borchert v. Mueller, 259 Wis. 
361. 


Frank Borchert died in 1942, leaving 
a widow and a son as his only heirs at 
law. His will provided for the creation of 
a trust and monthly payments therefrom 
for his widow and his mother during 
each of their lives, with the remainder 
“to my issue who may survive me at 
the time of the termination of my said 
trust estate, share and share alike, but 
in the event of my dying without issue 
surviving me, or thereafter born, to 
divide equally my said trust estate among 
and convey in equal shares to my surviv- 
ing brothers and sisters . . .” 





The widow elected to take the pro- 
visions made for her by law. Thereafter, 
the remainder was assigned in trust for 
the son, subject to the life payments for 
decedent’s mother, who received said pay- 
ments until her death. After the mother’s 
death, the son petitioned for the termina- 
tion of the trust as the purposes for 
which the trust was created, viz. the pro- 
tection of decedent’s widow and mother, 
had ceased. Decedent’s brothers and sis- 
ters contested the petition. Wisconsin 
statutes 231.23 provide that: “When the 
purposes for which an express trust shall 
have been created shall have ceased the 
estate of the trustee shall also cease.” 
The lower court denied the son’s petition. 


HELD: Reversed. The election of the 
widow had the same effect as her death 
and extinguished her rights under the 
trust. The rights of decedent’s mother 
were extinguished at her death. Thus, 
the purposes of the trust did, in fact, 
cease and the remainder was accelerated 
so as to entitle the son to enter directly 
into the enjoyment thereof. The conten- 
tion of the decedent’s brothers and sisters 
that the trusts were also created for 
their benefit as contingent beneficiaries 
is erroneous because, by the terms of 
the will, they would become contingent 
beneficiaries only if decedent died without 
issue. 


WILLs — Construction — Absolute 
Bequest Reduced to Life Estate 


Missouri—Court of Appeals, Kansas City 
Housman v. Lewellen, 204 S.W. (2d) 143. 


Testator died in 1936, survived by his 
widow and two sisters. The will devised 
to the widow “all my property . .. to 
be her absolute property.” A subsequent 
clause provided: 

“TIT request and direct that my beloved wife 
shall be (by) will or otherwise, divide any re- 
mainder that may be left of my estate at her 
death, one-half to her relatives and the other 
one-half to my brothers and sisters, or their 
descendants.” 

The widow received all of the property 
upon final settlement of testator’s estate. 
Subsequently in 1949 the widow died in- 
testate. Thereupon plaintiffs, the heirs 
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of testator, brought an action to con- 
strue testator’s will, naming the heirs 
of the widow as defendants. The trial 
court held that the widow took a life 
estate in testator’s property under his 
will and accordingly that one-half of that 
property remaining at the widow’s death 
should be delivered to plaintiffs. 


HELD: Affirmed. The words “request 
and direct” amounted to a direction and 
did not leave the final disposition of the 
property to the full discretion of the 
widow. In this connection a command 
need not be expressed in such forcible 
language between husband and wife as 
between strangers. Testator’s intention 
that the widow take only a life estate is 
also indicated by his reference to the 
property that might be left at the death 
of his widow as “my estate.” 


WILLs — Construction — Precatory 
Expression to Executor Does Not 
Create Trust 


California—Supreme Court 


Estate of Collias, 37 A.C. 588 (July 24, 1951), 
modifying decision of District Court of Appeal, 
reported Feb. 1951 TRUSTS AND ESTATES 143. 


Collias devised the residue of his estate 
as follows: 


“All the rest and residue of my estate, of 
every kind and description, and wherever sit- 
uated, I give, devise and bequeath unto my 
nephew, Argirios Collias a resident of Long 
Beach, California at the time this instrument is 
signed. It is my desire and wish that my 


nephew Argirios Collias will give half of my 


























estate to my nearest relative heir in Greece in- 
structing him or her to distribute said half of 
my estate in equal shares to all my close rela- 
tives in Greece. In the event that my said 
nephew Argirios Collias shall predecease me, 
then said estate shall go and it is hereby be- 
queathed to my nearest relative in Greece to be 
distributed as above among the other relatives.” 


A nephew and two nieces of the de- 
cedent appealed from a decree of the 
Superior Court distributing the entire 
residue to Argirios without qualification, 
contending that one-half of the estate 
was left to Argirios in trust for the 
benefit of the close relatives of the de- 
cedent in Greece. 


HELD: Affirmed. The expression of a 
“desire and wish” was insufficient to im- 
press a trust upon property which by 
the immediately preceding clause had 
been devised in absolute terms to Ar- 
girios. The fact that he was appointed 
executor does not require a different 
result. 


WILLS — Probate — Sufficiency of 
Reason for Testator’s Signing by 
Mark is Immaterial 


Pennsylvania—Supreme Court 
Zakatoff Estate, 81 A. (2d) 430. 


Decedent died in 1946 leaving a paper 
offered as his will dated nine months 
previously, in which he gave some small 
legacies and the residue to a friend 
George E. Park with the statement that 
he believed -Park was able to help any 
of decedent’s close relations in Russia 
if they were still alive. The paper was 
executed under the following circum- 
stances: Decedent met Park and two 
friends in a Russian restaurant and 
showed them a paper in Russian which 
he said was his will and asked the friends 
to witness it. One of them refused be- 
cause he could not read Russian where- 
upon decedent rewrote the will in Eng- 
lish. He then stated that because of the 
variations in his name and the spelling 
of it he would sign by mark and directed 
one of the friends to sign his name. This 
was done and decedent then made his 
mark and, the two friends subscribed 
their names as witnesses. One of them 
added a statement to the effect that 
although decedent knew some letters of 
the alphabet,’it would be better if signed 
by mark. 


Decedent was in fact sufficiently liter- 
ate to sign his name in English and had 
done so for withdrawals from his bank 
account. A brother, a non-resident alien 
residing in Russia, contested the will and 
also an escheator appointed by the Com- 
monwealth of Pennsylvania. The lower 
court upheld the paper as a will and the 
brother appealed. 


HELD: Affirmed. A will executed by a 
mark in accordance with the statute and 
subscribed to by two or more competent 
witnesses is undoubtedly valid if the 
testator is unable to sign his name for 
any reason (other than the extremity 
of his last illness) such as _ physical 


632 






weakness or lack of education or for any 
psychological or emotional reason. The 
sufficiency of the reason for not signing 
his name is for the testator’s determina- 
tion and not for the determination of 
the court. Any reason which moves him 
to sign is sufficient provided there is com- 
pliance with the other requisites of the 
act. 


WILLs — Construction — Remainder 
to Daughter Who Predeceased Life 
Beneficiary Held Vested 


New York—Court of Appeals 
Matter of Krooss, N.Y.L.J., July 20, 1951. 


Testator gave his wife a legal life es- 
tate in his residuary estate with power 
to use any part of it for her support and 
maintenance that she deemed necessary. 
He devised and bequeathed the remainder 
upon his wife’s death to his son and 
daughter in equal shares “absolutely and 
forever” and further provided: 

“In the event that either of my children 
aforesaid should die prior to the death of my 


beloved wife, Eliese Krooss, leaving descen- 
dants, then it is my wish and I so direct that 





such descendants shall take the share their pay. 

ent would have taken if then living, share ang 

share alike, to and for their own use absolutely 
and forever.”’ 

Testator’s daughter died during the 
lifetime of her mother without having 
had descendants. The executor of the 
daughter’s estate sought to compel ap 
accounting by the representatives of the 
estate of the testator and his wife and 
the question was whether he had any 
status to compel an accounting. The Sur. 
rogate held that the daughter had 4 
vested remainder and her executor could 
compel an accounting. The Appellate 
Division reversed and held that the share 
of the remainder which would have 
passed to the daughter if she had sur. 
vived her mother passed as_ intestate 
property of the testator. 


HELD: Reversed. The remainder to 
the testator’s daughter was vested sub. 
ject to being divested only if the daugh- 
ter predeceased the life beneficiary and 
left descendants surviving her. Since the 
daughter predeceased the life beneficiary 
but did not leave descendants, her re- 
mainder was not divested. 
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